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FOREWORD 


This Study forms part of the documentation of an Inquiry organized by 
the Institute of Pacific Relations into the problems arising from the con- 
flict in the Far East. 

It has been prepared by Dr Irving S. Friedman, research associate of the 
International Secretariat, Institute of Pacific Relations 

The Study has been submitted in draft to a number of authorities in- 
cluding the following, many of whom made suggestions and criticisms which 
were of great value in the process of revision: Professor J. Bartlett Brebner, 
Mr. G. E. Hubbard, Professor Nathaniel Peffer and Professor Philip C. 
Jessup 

Though many of the comments received have been incorporated in the 
final text, the above authorities do not of course accept responsibility for 
tlie study The statements of fact or of opinion appearing herein do not 
represent the views of the Institute of Pacific Relations or of the Pacific 
Council or of any of the National Councils Such statements are made on 
the sole responsibility of the author. The Japanese Council has not found 
it possible to participate in the Inquiry, and assumes, therefore, no respon- 
sibility either for its results or for its organization. 

During 1938 the Inquiry was carried on under the general direction of 
Dr. J. W. Dafoe as Chairman of the Pacific Council and m 1939 under his 
successor. Dr. Philip C. Jessup Every member of the International Secre- 
tariat has contributed to the research and editorial work in connection 
with the Inquiry, but special mention should be made of Mr W. L Holland, 
Miss Kate Mitchell and Miss Hilda Austern, who have carried the major 
share of this responsibility. 

In the general conduct of this Inquiry into the problems arising from 
the conflict in the Far East the Institute has benefited by the Counsel of the 
following Advisers* 

Professor H F. Angus of the University of British Columbia 
Dr. J B. Condliffe of the University of California 
M. Etienne Dennery of the Ecole des Sciences Politiques 

These Advisers have co-operated with the Chairman and the Secretary- 
General in an effort to insure that the publications issued in connection 
with the Inquiry conform to a proper standard of sound and impartial 
scholarship Each manuscript has been submitted to at least two of the 
Advisers and although they do not necessarily subscribe to the statements or 
views in this or any of the studies, they consider this study to be a useful 
contribution to the subject of the Inquiry. 

The purpose of this Inquiry is to relate unofficial scholarship to the prob- 
lems arising from the present situation in the Far East. Its purpose is to 
provide members of the Institute in all countries and the members of 
I P R. Conferences with an impartial and constructive analysis of the situa- 
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tion m the Far East with a view to indicating the major issues which must 
be considered m any future adjustment of international relations in that 
area. To this end, the analysis will include an account of the economic and 
political conditions which produced the situation existing in July 1937, 
with respect to China, to Japan and to the other foreign Powers concerned; 
an evaluation of developments during the war period which appear to 
indicate important trends in the policies and programs of all the Powers 
m relation to the Far Eastern situation, and finally, an estimate of the 
principal political, economic and social conditions which may be expected 
in a post-war period, the possible forms of adjustment which might be 
applied under these conditions, and the effects of such adjustments upon 
the countries concerned. 

The Inquiry does not propose to “document” a specific plan for dealing 
with the Far Eastern situation. Its aim is to focus available information 
on the present crisis in forms which will be useful to those who lack either 
the time or the expert knowledge to study the vast amount of material now 
appearing or already published in a number of languages Attention may 
also be drawn to a series of studies on topics bearing on the Far Eastern 
situation which is being prepared by the Japanese Council. That series is 
being undertaken entirely independently of this Inquiry, and for its organi- 
zation and publication the Japanese Council alone is responsible 

The present study, “British Relations With China- 1931-1939,” falls 
within the framework of the first of the four general groups of studies 
which it is proposed to make as follows: 

I. The political and economic conditions which have contributed to the 
present course of the policies of Western Powers in the Far East; their 
territorial and economic interests, the effects on their Far Eastern policies 
of internal economic and political development and of developments in 
their foreign policies vis-a-vis other parts of the world; the probable effects 
of the present conflict on their positions in the Far East; their changing 
attitudes and policies with respect to their future relations in that area. 

II. The political and economic conditions which have contributed to the 
present course of Japanese foreign policy and possible important future 
developments; the extent to which Japan’s policy toward China has been in- 
fluenced by Japan’s geographic conditions and material resources, by special 
features in the political and economic organization of Japan which directly 
or indirectly affect the formulation of her present foreign policy, by eco- 
nomic and political developments in China, by the external policies of 
other Powers affecting Japan; the principal political, economic and social 
factors which may be expected in a post-war Japan; possible and probable 
adjustments on the part of other nations which could aid in the solution 
of Japan’s fundamental problems. 

III. The political and economic conditions which have contributed to the 
present course of Chinese foreign policy and possible important future 
developments; Chinese unification and reconstruction, 1931-37, and steps 
leading toward the policy of united national resistance to Japan; the pres- 
ent degree of political cohesion and economic strength; effects of resistance 
and current developments on the position of foreign interests in China and 
changes in China’s relations with foreign Powers; the principal political. 
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economic and social factors which may be expected in a post-war China; 
possible and probable adjustments on the part of other nations which 
could aid in the solution of China’s fundamental problems. 

IV. Possible methods for the adjustment of specific problems, in the 
light of information and suggestions presented in the three studies out- 
lined above, analysis of previous attempts at bilateral or multilateral ad- 
justments of political and economic relations in the Pacific and causes 
of their success or failure; types of administrative procedures and controls 
already tried out and their relative effectiveness; the major issues likely to 
require international adjustment in a post-war period and the most hopeful 
methods which might be devised to meet them, necessary adjustments by 
the Powers concerned; the basic requirements of a practical system of 
international organization which could promote the security and peaceful 
development of the countries of the Pacific area 

Edward C. Carter 
Secretary-General 

New York, 

April 15, 1910 


EDITORIAL NOTE 

Special attention of readers is called to the two following studies of 
the Royal Institute of International Affairs: 

G. E. Hubbard, British Far Eastern Policy, Information 
Papers No. 24, Royal Institute of International Affairs, 
London, 1939. 

F C. Jones, Shanghai and Tientsin Oxford University 
Press, Oxford and American Council, Institute of Pacific 
Relations, New York, 1940 




AUTHOR’S PREFACE 

A study of British relations with China since 1931 presents 
certain peculiar problems. Legally China is an independent, 
sovereign state, enjoying the rights and duties flowing from 
this status; but actually during the period under review China 
was still in some respects in a quasi-colonial relation to the 
Western Powers. Furthermore, China was in constant danger of 
losing her independence because of Japanese aggression. Great 
Britain’s attempt to maintain her position in China during this 
period, in which Japanese aggression threatened Chinese inde- 
pendence and British interests in China, forms the main thread 
of this story. 

Throughout the period from the “Mukden Incident’’ to the 
outbreak of the present war in Europe, the Conservative Party 
was in control of the British Government. Britain’s China policy 
was the policy of the Conservative Party, and the opposition had 
little influence upon it. Accordingly, little space has been given 
to opposition opinion, but considerable attention has been 
paid to conflicting attitudes within Conservative circles. Special 
emphasis has been placed on the opinions and attitudes of the 
British commercial groups in China which have the most im- 
mediate and deepest interest in the affairs of China. The safe- 
guarding of their interests is the primary purpose of British 
policy in China, although always subject to the larger problems 
of imperial defense and world politics. 

British relations with China from 1931 to 1939 have been the 
subject of much comment and discussion, but not of serious and 
scholarly work. The story had to be written from very diverse 
and, at times, controversial materials, without the benefit of 
any previous compilation of sources. Because of the contem- 
porary nature of the subject, care had to be taken in the evalua- 
tion and treatment of the great amount of available materials. 
The pitfalls which await those dealing with contemporary 
topics such as the temptation to use sensational but unsub- 
stantiated reports, have been borne in mind with the hope that 
they might thus be avoided. However, until certain sources 

xiii 
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especially the diplomatic papers in the British Foreign Office 
are available, no discussion of British relations with China can 
be considered definitive. 

The author wishes to express his gratitude to Professors 
Philip C. Jessup and Nathaniel Peffer, under whose supervision 
this study was written, for their invaluable assistance. Par- 
ticular thanks are due to Professor J. Bartlett Brebner for his 
constant inspiration and encouragement. The author also 
wishes to acknowledge the helpful suggestions and criticisms 
of Professors James T. Shotwell, Charles Cheney Hyde, Cyrus 
H. Peake, Livingston Schuyler and James W. Angell and is 
deeply indebted to his colleagues in the Institute of Pacific 
Relations for their help. Special mention should be made of 
Mr, Nagaharu Yasuo, who supplied valuable material from 
Japanese sources, and to Dr. Kurt Bloch, who assisted greatly 
in the preparation of the section on silver. 

1. S. F. 

New York 
April 15, 1940 
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BRITISH RELATIONS WITH CHINA: 
1931-1939 




CHAPTER I 


INTRODUCTION 

In 1931 on the eve of the new era of war and invasion in 
China’s history, Great Britain was the foreign power which had 
the most important economic stake in China south of the Great 
Wall, which divides China proper from Manchuria and Mon- 
golia. 

The foundation upon which the trade and investment of 
Great Britain, as well as of other foreign powers, had developed 
was an intricate system of legal and vested rights, built up over 
a long period of time. These were the privilege of extraterri- 
toriality; the opening of ‘'treaty ports” to foreign trade, and in 
some cases the establishment of “settlements” and “concessions” 
at these ports; the privilege of leasing certain areas; the right to 
navigate the coastal and inland waters of China with merchant 
ships and to police them with foreign men-of-war; the right 
to maintain military garrisons; and the right to engage in mis- 
sionary activity. Each of these had its particular significance. 

Extraterritoriality is the keystone of the treaty structure in 
China. It is upon this right of one state to exercise its own civil 
and penal jurisdiction over its own subjects and citizens within 
the territorial limits of another state, from whose jurisdiction 
they are exempt, that most of the other rights in China are 
based. Thus, the foreigner is immune from ordinary Chinese 
laws and jurisdiction; he is free from Chinese rates and taxes; 
and his house and properties cannot be searched or entered by 
Chinese authorities. Chinese soldiers cannot board ships be- 
longing to foreigners, and Chinese in the employ of foreigners 
cannot be interfered with or arrested without the consent of the 
foreigners’ own consular authorities. 

Extraterritoriality has been of especial importance because of 
the existence of treaty ports. Indeed, the very establishment of 
the open port system was largely a result of extraterritoriality, 
since China insisted that as long as foreigners enjoyed immunity 
from Chinese jurisdiction, they should be grouped together in 

3 



4 BRITISH RELATIONS WITH CHINA: 19S1-1939 

specific areas. A “treaty port” in China is one opened to foreign 
residence and trade by agreement between the Chinese and a 
foreign government. There are also a number of other open 
ports, some opened by mutual arrangement and others by China 
herself. Among the more important treaty ports, along the coast 
from south to north, are Canton, Swatow, Amoy, Foochow, 
Ningpo, Shanghai, Tsingtao, Chefoo, Tientsin and Newchwang; 
and, up the Yangtze valley, Chinkiang, Nanking, Wuhu, Kiu- 
kiang, Hankow, Changsha, Ichang and Chungking. At each 
small port could be found in 1931 the agents of the chief British 
firms, the Commissioner of Customs and perhaps the consular 
representatives of the leading foreign powers. 

In all these treaty ports the British in 1931 enjoyed extra- 
territorial rights, but in some these had been elaborated and 
extended to form settlements and concessions. A “settlement” is 
an area at a treaty port set aside by the Chinese Government in 
which foreigners may reside and acquire land. A “concession” 
is an area at a treaty port which has been leased in perpetuity to 
a foreign government for occupation by its nationals. In the case 
of both settlements and concession areas the foreign power or 
powers exercise administrative authority either by grant or 
prescriptive right. The Chinese within these areas remain under 
Chinese jurisdiction and Chinese offenders are dealt with by 
Chinese courts. In the case of a concession the land is leased in 
lots to the occupants by the foreign government concerned. In 
the case of a settlement the foreign property owners acquire 
their land by purchase from the Chinese owners and hold it 
under perpetual titles issued by the Chinese land authorities. 

In 1931 the British had concessions at Tientsin and Canton 
and participated in the international settlements at Shanghai and 
on Kulangsu, an island off Amoy. Although the concession at 
Tientsin is under British rule, it is the International Settlement 
at Shanghai which is of most importance to the British. Shanghai 
in 1931 was the greatest port in Asia and the commercial, indus- 
trial and financial metropolis of China. 

The International Settlement in Shanghai is governed by a 
Municipal Council. In 1931 this Council had fourteen members, 
including five British, five Chinese, two Japanese and two Amer- 
icans. The Chairman of the Council was British. The S han ghai 
Municipal Council derives its authority from the Consular Body 
whose powers stem from the “Land Regulations” of 1869, to 
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which the Treaty Powers have claimed that China was a party 
but which the nationalist Chinese have refused to recognize.^ 

The leased territory of Kowloon has a peculiar status. Al- 
though this territory is held by the British in the form of a 
lease, China has relinquished all sovereign powers over it. 
Britain exercises full and unrestricted jurisdiction over everyone 
within its boundaries, whether Chinese, Japanese or European, 
and administers this region of 350 square miles as part of its 
colonial possession, Hongkong. 

Extraterritoriality permits the establishment of British courts 
in China. These are the Supreme Court and the consular Courts 
known as Provincial Courts. The Supreme Court, which ordi- 
narily sits at Shanghai, but which may sit anywhere else in 
China, has exclusive original jurisdiction, civil as well as crim- 
inal, for the district of the consulate of Shanghai, and concurrent 
jurisdiction, civil and criminal, with the Provincial Courts in 
other parts of China. It has also exclusive jurisdiction in all cases 
of divorce and of trials for murder. The Provincial Courts sit in 
each of the British Consular districts in China, and are presided 
over by the consular officials in charge of such districts. 

Extraterritoriality has also increased the importance of the 
right of foreigners to navigate the coasts and inland waterways 
of China. Foreign vessels, in practice mainly British, starting 
from a treaty port could, in 1931, visit any locality in the interior 
which was recognized as a place of trade and which was visited 
by Chinese vessels under steam. The foreigners, protected by 
extraterritoriality and other special rights and privileges, pene- 
trated into the remote interior of China. The right to maintain 
this privilege by force, if necessary, also existed. British men-of- 
war were permitted to patrol these waters. Besides larger war 
vessels, which cruised along the coast and up and down the 
Yangtze river as far as sea-going vessels might proceed, Britain, 
along with Japan, America and France, maintained a fleet of 
river gunboats which patroled the Canton and Yangtze rivers, 
the latter for fifteen hundred miles from Shanghai to Chungking. 

In addition to these rights of naval patrol the British in 1931 
also had the right to maintain foreign garrisons on Chinese soil. 
Not only was a legation guard allowed permanently in Peking, 

1 These regulations were issued by the consular authoiities m Shanghai For 
a fuller description see W. W. Willoughby, Foreign Rights and Interests in China, 
Vol. I, pp. 516-19. 
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but military forces could be landed for the protection of the 
settlements and concessions. 

These rights were the most important of those exercised by 
the British in 1931, but in addition mention must be made of 
the privileges granted to missionaries. Missionaries not only 
have the right to reside in the treaty ports, but may acquire land 
and reside anywhere in China. Their converts, however, do not, 
as is sometimes supposed, enjoy extraterritorial rights. 

No statement of the legal position of Britain in China in 1931 
would actually be complete without including the special posi- 
tion enjoyed by Britain in the Customs Administration. Al- 
though the Chinese Customs Administration in 1931 was a 
branch department of the Chinese Ministry of Finance, the 
Inspector-General always was British, and he was by far the most 
important officer. Although the nationality of this official in no 
way implies that he will be partial to his native country, he is 
selected with the approval of the British Government.^ 

These rights and special privileges which the British possessed 
in 1931 were all part of that elaborate structure which the Chi- 
nese have often called the '‘unequal treaties.” The significance 
of these rights, however, was mainly due to their close relation to 
Britain’s economic interests in China, for these special privileges 
safeguarded Britain’s commercial, industrial and financial posi- 
tion in China. 

British interests in China in 1931 consisted largely of trade, 
shipping and investments.^ The direct trade of the United King- 
dom with China (excluding Hongkong) amounted to about £18 
million in 1930 or about 7.8 per cent of China’s total foreign 
trade. Imports from the United Kingdom amounted to £8,573,- 
923 or about 8.3 per cent of China’s total imports, while exports 
to the United Kingdom totaled £9,888,819 or about 7 per cent 
of China’s total exports.^ 

2 In 1898 and again in 1908 China assured Great Britain that as long as British 
trade should predominate in China a British subject would be appointed to the 
Inspectorate General. By 1931 British trade no longer predominated in China. 
However, the Anglo-German Loan of 1898 provided that the administration of 
the Customs should not be changed during the currency of the loan and in 1931 
the loan was still unpaid. 

sin addition, there were 13,000 British citizens resident in China, an important 
factor in British policy. 

^ Professor Remer has calculated the total trade for China in 1930, including 
Hongkong. The total was Haikwan Taels 2,320.1 million ($1,067.25 million) and 
the British share, Haikwan Taels 216.3 million ($995 million) or 9.3 per cent. 
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The position o£ British trade in 1930 contrasted sharply with 
the predominant position which it had enjoyed in the 19th cen- 
tury, but in shipping Britain still remained paramount. The 
British percentage of the total tonnage, both Chinese and for- 
eign, in the foreign trade of China and in the trade between 
the open ports, was about 37 per cent, a larger percentage of the 
modern shipping in the whole of China’s trade than that en- 
joyed by any other nation. The Japanese percentage was 29.3. 
In the coast trade, i.e., trade between the open ports, the British 
flag accounted for 38 per cent of the total tonnage and carried 
42 per cent of the value of the total cargoes. If the Chinese 
tonnage is excluded, the British share of the foreign shipping in 
the coast trade was 50 per cent. 

In addition there was the shipping “under inland steam navi- 
gation rules.” This was usually referred to as river shipping and 
included all vessels engaged in trade between the open ports and 
places which were not open. In this type of shipping, foreign 
shipping tonnage accounted for only 1 1 .7 per cent, and, of this, 
the British share was 15.8 per cent. 

These figures indicate that at the end of 1930 about one-fifth 
of the steam shipping in the domestic trade was British and that 
two-fifths of the foreign shipping was British. The two British 
shipping firms of Butterfield & Swire and Jardine, Matheson & 
Company handled most of this shipping. 

Of at least equal importance with trade and shipping were 
British investments in China. These included British holdings 
of government obligations of all sorts and equally diverse busi- 
ness investments. British holdings of government obligations in 
1931 included loans for the general purposes of the Chinese 
Government, Chinese Government railways, communications 
other than railways, unsecured loans, and obligations of foreign 
municipalities in China. The British share of the loans for the 
general purposes of the Chinese Government amounted to 
about $79,575,090 at the end of 1930.^ The British share of the 
obligations of the Chinese Government railways amounted to 

(HK. T1 = Ch|l 50 = HK$1 36 = U S. $0 46.) (Foreign Investments in China, 
pp. 371-2.) 

5 The loans involved and the total outstanding on December 31, 1930, were 

5% Crisp Loan of 1896 U. S. $ 8 , 749 . 724 

4K % Cold Loan of 1 898 . 3 9 , 304 , 885 

5 % Gold Loan of 1 9 1 2 (Crisp Loan) 22,308,800 

5% Reorganization Loan of 1913 . . 111,915,776 
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about $68 million, including holdings in the Peiping-Hankow 
Railway, the Peiping-Mukden Railway, the Tientsin-Pukow 
Railway, the Shanghai-Nanking Railway, the Hankow-Canton 
Railway (Hupeh-Hunan section) and the Canton-Kowloon 
Railway. 

In communications other than railways, which included ca- 
bles, telegraph and wireless telegraph, the British stake 
amounted to $1,960,834. Of considerably more importance were 
British holdings in ‘‘unsecured” loans. These amounted to 
$20,094,000. Finally, the British had $14,235,000 invested in the 
long-term obligations of those local governments in China in 
which foreigners had some degree of political control, especially 
the Shanghai International Settlement. The total of British 
holdings of government obligations in 1931 was $183,814,000.^ 

British business investments in China included, in the order 
of their importance, import and export and general trading, 
real estate, manufacturing, banking and finance, transportation, 
public utilities and mining. British real estate companies in- 
cluded the Shanghai Land Investment Company, which in 1930 
had a paid-up capital and funded indebtedness of Ch$18 million 
and real estate holdings of Ch$22 million. In the field of 
manufacturing the most important firms were the Ewo Cotton 
Mills, Ltd. and the British American Tobacco Company. The 
Ewo Cotton Mills was the owner of the three British mills at 
Shanghai while the B.A.T. and its subsidiary, the British Ciga- 
rette Company, owned factories at Shanghai, Hankow, Tientsin, 
Mukden and Harbin. Other British manufacturing enterprises 
could be found in many fields, including cement, chemicals, 
bean oil, flour, ice, printing, rope, lumber, soap and candles. 
In addition, there were plants which prepared for export prod- 
ucts like skins, furs, bristles and wool. 

Banking and finance constituted another group of important 
investments. In this field the Hongkong & Shanghai Banking 
Corporation and the Chartered Bank of India, Australia & China 
predominated. The paid-up capital and reserves of the former 
were reported to be about £8 million on December 31, 1930, 
and its 160,000 shares, which had a nominal value of HK$125, 
were sold for as much as Ch$2,300 (HK$2,085.3) at Shanghai 

® This figure is based on the place of issue. Professor Remer has arrived at the 
figure of 1225,814,000 as the total British holding of the obligations of the gov- 
ernment organizations in China, using the basis of actual holding 
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during 1931. The amount o£ capital in banking and finance 
does not indicate the full importance of the British banking 
institutions in China. Not only did they finance British trade in 
China and have intimate relations with the most important 
business organizations in China, but they also performed special 
functions such as serving as depositories for Customs receipts. 

The remaining fields were public utilities and mining. Among 
the larger public utilities in which there were British invest- 
ments ^\^ere the Shanghai Gas Company, the Shanghai Water- 
works Company and the Shanghai Electric Construction Com- 
pany. In 1931 British investments in mining were chiefly in 
three companies — the Chinese Engineering & Mining Company, 
Ltd., British participant in the Kailan Mining Administration, 
which owns the port of Chinwangtao for the export of its coal; 
the Peking Syndicate, which owned important coal mines in 
Honan province; and the Tung Hsing Sino-Foreign Coal Min- 
ing Company, owners of the Mentoukon Colliery in Hopei. 

The total of British business investments in China was about 
£178 million, of which over £150 million was in Shanghai — 
an indication of the overwhelming importance of Shanghai to 
the British, whose total investment in China in 1931 amounted 
to about £236 million.'^ 

Historical Development of Bntish-Chinese Relations Before 
1931 

The economic interests which Great Britain had in China in 
1931, coupled with the privileges and special rights which she 
enjoyed, were the products of a long process of development. 
An analysis of the policies which Britain had to pursue to 
achieve and maintain this position is essential both for the un- 
derstanding of the British position in 1931 and for the full 
comprehension of the history of British relations with China 
after 1931. 

The main historical periods of British policy in China before 
1931 were three in number: (1) from about the Opium War to 
the Sino-Japanese War of 1894; (2) from the Sino-Japanese War 
to the anti-British movement of 1925-7; and (3) from 1928 to 
1931. When the British Government in 1834 took over the 
management of the British trading community at Canton from 

7 This does not include about £2 million for British mission and philanthropic 
societies. 
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the East India Company, and began to have direct and con- 
tinuous contact with Chinese authorities, the modern phase in 
SinO“British relations began. From 1834 to 1894 the prime 
interest of Britain was to find markets in China for the products 
of Britain's expanding industries, especially textiles. This mo- 
tive, together with Britain’s outstanding technological superi- 
ority, explain the main characteristics of British policy during 
this period. On the one hand Britain took the lead in opening 
up the China market and in building up the elaborate system 
of treaty rights and privileges, and on the other, she was quite 
content to allow other nations, by means of the most-favored- 
nation clause, to share in these gains. During this period, espe- 
cially after the acquisition of Hongkong in 1842 which gave 
Great Britain the best port in South China as a base for naval 
as well as commercial operations, Britain was interested in the 
maintenance of China's territorial integrity as the best means 
of guaranteeing Britain’s predominance in the China market. 
Free-trade Britain was able in China as elsewhere to secure 
the lion's share of the market and the British navy ruled the 
waves, including the western Pacific. The opening of China in- 
volved force on several occasions and in 1840, 1857 and 1860 
military campaigns were launched. Whatever the immediate 
causes in each case, all intended to open up the China market 
and in each of the treaties which followed there were witten 
new special rights for the foreign trader.® 

By the end of this period, however, new forces began to oper- 
ate in the relations between Great Britain and China. Econom- 
ically, Great Britain was passing from the stage in which prac- 
tically her sole interest in China was in its potentialities as a 
commercial market to the stage in which the possibilities of 
China as a field for long-term capital investment, particularly 
in railways and mining, were of major interest. Rivals were 
appearing on the scene. Russia, France, Germany, Japan and 
the United States now began to challenge the previously un- 
disputed position of Great Britain. Henceforth, China's place 
in the world system of states became that of a chief subject of 

8 The Treaty of Nanking, 1842, provided for the cession of Hongkong and the 
establishment of a universal 5% tariff. The Treaty of Tientsin, 1858, provided for 
the creation of the Foreign Inspectorate of Chinese Maritime Customs, the right 
of navigation on China’s rivers and the extension of extraterritoriality The Con- 
vention of Peking, 1860, provided for the establishment of a permanent legation 
at Peking and the opening of Tientsin to foreign residence and trade. 
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international rivalry. With the appearance of these new factors 
there came corresponding major shifts in Britain’s policies. 
The two main characteristics of British policy had been equality 
of access to commercial markets, sometimes called the open 
door, and the preservation of China’s territorial integrity; in 
the period after 1894, the acquisition of special “spheres,” with 
repeated violations of China’s integrity, were characteristic. 
Furthermore, Britain now had to take into account the ambition 
and strength of her competitors, and out of this came a “balance 
of power” technique. 

The dividing line between the two periods was the Sino- 
Japanese War. Japan, which had defeated China, was herself 
forced to surrender the spoils of victory by the combined pres- 
sure of Russia, Germany and France. Then began the Battle 
of Concessions and by 1898 even the territorial partitioning 
of China was considered a real possibility. Britain had marked 
out as her sphere the Yangtze valley and North China, and 
looked upon Russia as her most dangerous rival. Overtures to 
Germany were made first and when these led to nothing, Japan 
was successfully approached. The Anglo-Japanese Alliance (into 
which the treaty of 1902 was expanded at its renewals in 1906 
land 1911) became the foundation of Britain’s balance of power 
diplomacy in China until the Washington Conference of 1921. 
International rivalry in China now took the form of competi- 
tion for loans and for railroad and mining concessions. It was 
at this time that the bulk of Britain’s investments in China were 
made and the history of this period could be written around 
the rivalry of the Hongkong & Shanghai Banking Corporation, 
the Russo-Asiatic Bank, the Deutsch-Asiatische Bank, the 
Banque de I’lndo-Chine, the International Banking Corpora- 
tion and the Yokohama Specie Bank. Hay’s Open-Door Note 
attempted to maintain equal commercial access in China, but 
did not touch the issue of special “spheres.” Financial pene- 
tration, whether by countries or banks acting individually or 
by consortiums, continued until the Washington Conference. 
The World War was merely an interlude during which Britain, 
unable to advance her own position, had to acquiesce in the 
aggressive policy of her ally Japan. 

During this period China was in no position to resist the 
policies of the foreign powers. However, although both the 
Boxer Rebellion of 1900 and the Revolution of 1911 partly 
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failed, there were indications of the development of a national- 
ist movement which was to become an increasingly important 
factor in China’s foreign relations in the post-War period. 

The Treaty of Versailles not only ignored Chinese demands 
for treaty revision, but even recognized the Japanese occupation 
of Shantung. However, it also introduced, by the Covenant of 
the League of Nations, a new element into China s foreign re- 
lations. China, along with the other members of the League, 
received the promise that her ''territorial integrity and existing 
political independence” would be respected and preserved 
against external aggression. 

British policy in China in the years immediately after the 
World War reflected the change in the balance of forces in the 
Far East. Russia and Germany, the two main pre-War rivals, 
were eliminated; Japan was making a bid for supremacy, and 
the United States strategically, economically and diplomati- 
cally was in an unprecedentedly strong position. Furthermore, 
the Anglo-Japanese Alliance, made less necessary by the elimi- 
nation of Germany and Russia, was extremely unpopular in 
the United States and Canada. The net result of this changed 
situation was the Washington Conference Treaties. The Anglo- 
Japanese Alliance was dropped in favor of a Four Power con- 
sultative Pact and the Nine Power Treaty affirmed China’s ter- 
ritorial integrity and the doctrine of the open door. 

In one basic respect, however, the Washington Treaties did 
not effect any real change in China’s foreign relations: the 
treaty structure remained practically untouched. China, seeking 
fiscal independence, received instead a promise in the Customs 
Treaty that a special tariff conference would be convened to 
consider minor increases in the Chinese import tariff. China 
had hoped that her administrative autonomy would be restored, 
that the foreign garrisons would be withdrawn and the con- 
cessions and leased territories surrendered. All that the Washing- 
ton signatories conceded was the adoption of a resolution call- 
ing for the withdrawal of the foreign postal agencies, the sending 
of an international commission to investigate the issue of extra- 
territoriality, and indefinite offers to restore certain of the 
leased territories, including the British leased port of Weihai- 
wei. The old treaty system of which Great Britain had been the 
principal architect continued to exist. The foreign powers, in- 
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eluding Great Britain, refused to depart from their fundamen- 
tal policy that China should be kept under foreign tutelage. 

The anti-British movement of 1925-7 was a turning-point in 
Sino-British relations. This movement was the result of the 
rise of Chinese nationalism, reacting to the policies pursued by 
the powers, especially Great Britain, after the World War, and 
the attitude of the Communist movement toward the Chinese 
nationalist movement and toward the British Empire. The 
nationalist movement in China under the leadership of Sun 
Yat-sen had grown up for the most part in the southern part of 
China, but by 1925 had gained adherents throughout China. 
Large sections of the population, including intellectuals, pro- 
fessionals, students, businessmen and laborers were eager that 
China should be completely independent of foreign control. 
Great Britain, as the leading foreign power in China, and 
Japan, because of the Twenty-one Demands, were regarded as 
the main obstacles to the achievement of this aim. The National- 
ists pointed to the denial of the demands made by China at 
Versailles and at Washington, and to the failure of foreign 
powers to implement the promises made at Washington, as 
evidence that these powers intended to keep China in a “semi- 
colonial” status.® This anti-foreign feeling was given organiza- 
tion and direction as the result of the alliance effected in 1923 
between the Kuomintang and the Communist Party of China. 
The structure of the Kuomintang by 1925 was completely re- 
organized and the Nationalist Party built up an effective army. 
Furthermore, the Communist International at this time regarded 
their aid to China not only as a logical consequence of their 
policy of supporting colonial nationalist movements, but as 
being especially aimed at Great Britain, which they regarded 
as their chief antagonist. 

By 1925 anti-foreign feeling was running high throughout 
China. This sentiment came to a climax after a clash between 
the Shanghai Municipal police and Chinese demonstrators on 
May 30, 1925. May 30 became a slogan throughout China and 
the anti-British movement was on. The boycott weapon was 
used more effectively and consistently than ever before. Hong- 
kong appeared to be on the verge of ruin and British shipping 

9 The only important exception to the general failure to implement the Wash- 
ington Treaties were the withdrawal of the foreign post offices from China early 
in 1923 and the restoration of Shantung by Japan. 
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on the Yangtze seriously declined. The Nationalist armies under 
the leadership of Generalissimo Chiang Kai-shek marched vic- 
toriously from Canton to the Yangtze, and the capital of the 
Kuomintang Government was established at Hankow. Clashes 
between British forces and Chinese occurred, and war between 
Nationalist China and Britain seemed possible. The high point 
came in January 1927 with the taking of the British concession 
at Hankow by the Nationalists. 

The British communities in China, especially those in Shang- 
hai, demanded strong action. The British Government, how- 
ever, adopted a dual policy. On one hand it dispatched a 
large expeditionary force to Shanghai; on the other it indi- 
cated its willingness to make concessions. In the Chamberlain 
Memorandum of December 18, 1926, it declared its willingness 
to negotiate on treaty revision and in February 1927 an agree- 
ment was signed providing for the rendition of the British con- 
cession at Hankow. At this time the Kuomintang was divided 
into three factions — the conservatives under General Chiang 
Kai-shek, the center, and the radicals who favored and practiced 
close co-operation with the Communists. The conciliatory pol- 
icy of the British strengthened the position of those Nationalists 
who wanted to weaken or end the anti-British movement. By 
the summer of 1927 the anti-foreign Hankow Kuomintang 
Government had collapsed and Chiang Kai-shek’s faction was 
in complete control. The anti-British movement came to an 
end and, as expressed by Sir Eric Teichman, “before the year 
was out it was more dangerous to be a Russian or a red in South 
and Central China than it had ever been to be the most die-hard 
of Imperialists.”^^ 

The period from 1928 to the Manchurian incident of 1931 
might be called the Lampson period. During this time Sir Miles 
Lampson, who became British Minister to China in 1926, di- 
rected British policy in China in such a distinct fashion as to 
leave a marked imprint on the history of China as well as on 
Sino-British relations. Britain now took the lead in supporting 
the new Nationalist Government, which was no longer the anti- 
British Kuomintang of Canton and Hankow, and by pursuing 
a policy of concession and conciliation she built up British 

Sir Eric Teichman, Affairs of China, p. 49. During this period Sir Eric Teich- 
man was Chinese Secretary to the British Legation at Peking. 
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prestige in China to a point it had not held since pre-World War 
days. 

British concessions to China took place in several fields, but 
the most important was the recognition of China’s tariff au- 
tonomy. Since the Treaty of Nanking in 1842, China’s tariff 
had been bound by treaties to 5 per cent ad valorem. In 1902 
Great Britain, followed by Japan and the United States, had 
concluded with China a new commercial treaty, according to 
which China was permitted to raise her import tariff by a fur- 
ther 7.5 per cent in return for the abolition of likin (internal 
transit dues). This agreement, however, came to naught. Both 
at Versailles and at Washington the Chinese representatives 
had unsuccessfully raised this issue. Although the Washington 
Treaty had provided for the assembling of a tariff conference 
within three months, it was not held until 1925. After months 
of futile discussion, the conference disbanded, with only a prom- 
ise made by the powers that China was to secure tariff autonomy 
by 1929 in exchange for the abolition of likin. Little happened 
until the summer of 1928 when the United States, stealing a 
march on the British, suddenly concluded a treaty with the new 
Nanking Government conceding unconditional tariff autonomy 
as from January 1929. The British, not to be outdone, con- 
cluded a similar treaty on December 20, 1928. When Japan 
followed suit in 1930, China was finally free from treaty restric- 
tions on her tariff-making power. 

The grant of tariff autonomy was followed up by the restora- 
tion to the Nanking Government of the leased port of Wei- 
haiwei in 1930, after 32 years of British rule, although the port 
was still to be used as the summer resort for the British Fleet. 
Furthermore, the British Government surrendered the British 
concessions at Kiukiang, Amoy and Chinkiang, while retaining 
those at Tientsin and Canton. 

Another example of the new British policy was the agreement 
on the Boxer indemnity funds. The British share of the Boxer 
indemnities had originally amounted to £7.5 million, but in 
1922, as a result of compound interest, £11 million were still 
outstanding. In December 1922 the British Government noti- 
fied the Chinese Government of its intention to devote the 
funds accruing from all future installments to purposes mutually 
beneficial to China and Great Britain. Not until 1930, how- 
ever, was an agreement for the disposition of the funds 
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reached.^^ This provided for the investment of the funds in 
Chinese railways and other public works, as an endowment for 
cultural, educational and philanthropic purposes. The Chinese 
Government was to appoint a board of trustees, composed of 
Chinese and British members, to control and supervise the 
funds. Moreover, the * 'accumulated funds,” the installments of 
which since 1922 had been paid into a special account amount- 
ing by 1930 to over £3 million, were to be remitted to London 
and expended through a "Purchasing Commission” on the 
purchase in the United Kingdom of materials and equipment 
for Chinese railways and other public works. Thus, the remis- 
sion of the Boxer funds was calculated both to increase British 
prestige in China and to increase British exports to China in a 
period of declining world markets. 

The new trend in Sino-British relations was also in evidence 
in less important matters. In 1931 the Chinese Salt Administra- 
tion, which had been under foreign administration since 1913, 
passed into the control of the Chinese Government.^^ In 1929 
the embargo on the shipment of arms to China, which had 
been maintained by the Treaty Powers since 1919, was dropped. 
Finally in 1931 an agreement was concluded with the British 
Government for a British naval mission to train and reorganize 
the naval forces of the Nanking Government. 

Thus, as a result of the "Lampson policy” some changes in the 
treaty structure of China had been made in the matter of the 
tariff, concessions and Salt Gabelle. Extraterritoriality, how- 
ever, continued, despite protracted negotiations to secure some 
change. In 1926, in accordance with the resolution adopted at 
Washington, an international commission visited China and 
made a report which visualized the gradual and progressive 
abolition of extraterritoriality. After much diplomatic wran- 
gling, during which the Chinese Government twice unilaterally 

1925 the British Government established an Advisory Committee under 
Lord Buxton to consider the question and report. In 1926 this committee sent 
a delegation, under Lord Willingdon, to China. It drew up a report recommend- 
ing that the funds should be devoted to cultural, educational and philanthropic 
works in China, partly by direct expenditure and partly by the creation of an 
endowment fund invested in China’s public works. 

12 The Chinese Salt Administration was a result of the Reorganization Loan 
of 1913 of £25,000,000 to Yuan Shi-kai by Britain, Japan, France and Germany. 
The entire loan was made a direct liability of the Chinese Government and 
was secured “by a charge upon the entire revenues of the Salt Administration of 
China.” 
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decreed the abolition of extraterritoriality, a tentative agree- 
ment was reached in the summer of 1931 based on the principle 
that any arrangements would have to be accepted by the other 
interested powers. The commencement of hostilities against 
China by Japan soon after put an abrupt end to the negotiations. 

The “Mukden incident” of September 1931 opened a new 
chapter in Chinese history and in Sino-British relations. Hence- 
forth the main threat to the British position in China no longer 
came from Chinese nationalism which aimed at an independent 
China, but rather from Japanese imperialism. 



CHAPTER II 


THE MANCHURIAN CRISIS: 1931-33 

On September 18 Japanese troops seized Mukden, the chief 
city of Manchuria, and a new era in the history of the Far East 
had begun. The history of China and likewise that of Sino- 
British relations henceforth bears the name of Japan on every 
page. The attack launched against China in 1931 involved 
Great Britain both as a signatory of the Covenant of the League 
of Nations and also as the Western power with the greatest 
material interests in China. 

The Manchurian incident came at a moment when a brief 
season of pacifist hopes and economic stability was fast disap- 
pearing amidst a gathering storm of economic crisis and political 
conflict, whose shadows were to grow darker during every year 
of the following decade. For British diplomacy, disarmament 
and reparations were ever-recurring problems. The failure of 
the Credit-Anstalt in Austria pulled down the big banks of 
Germany and with it the gold standard in Great Britain. In the 
midst of the financial crisis the Labor Government of Ramsay 
MacDonald gave way to the National Government also headed 
by MacDonald but representing a Conservative-Liberal-Labor 
coalition. An Austro-German customs union loomed, with im- 
plications of possible political unity, and while it was given its 
final blow by a World Court interpretation of a previous treaty, 
the 8-7 vote caused a serious loss of prestige to the peace-making 
structure of the Versailles system. India was in ferment and the 
Round Table conferences were being held. With these issues 
on her hands. Great Britain had to weigh her Far Eastern 
policy. 

The history of British relations with China during the Man- 
churian crisis falls into two chronological divisions — the periods 
before and after the invasion of Shanghai in January 1932. 

On September 18, 1931, an explosion took place on the tracks 
of the South Manchurian Railway near Mukden^. The Japanese, 
claiming that this was the act of the soldiers of Marshal Chang 

18 
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Hsueh-liang, the war-lord of Manchuria, immediately went into 
action. The Japanese forces at Mukden, under General Honjo, 
bombarded the Chinese barracks and within forty-eight hours 
took control of Mukden, Changchun, Antung and other points. 
In spite of the actions taken by the League of Nations, the 
Japanese continued their drives and by the end of December 
Marshal Chang was obliged to withdraw his troops behind the 
Great Wall. With the occupation on January 3, 1932, of Chin- 
chow, the Japanese were in complete control of Manchuria and 
a new local administration was installed under the protection 
of the Japanese military. 

British policy toward this invasion was best seen in her role 
in the League and in her relations with the United States. On 
September 21, 1931, China, through Dr. Alfred Sze, her chief 
delegate in Geneva, invoked Article 1 1 of the Covenant.^ The 
Council was asked to take immediate steps “to prevent the fur- 
ther development of a situation endangering the peace of 
nations, to re-establish the status quo ante, and to determine the 
amounts and character of such reparations as may be due to the 
Republic of China.” The Council on that very night sent 
identic cables to Nanking and Tokyo, calling upon them to 
withdraw their troops immediately. The British position was 
stated by Viscount Cecil at the Council meeting of September 
25, 1931. He supported the Council’s action, declaring that only 
when peace had been safeguarded would any question as to the 
settlement of the actual dispute arise. 

In the meantime the Japanese military forces in Manchuria 
continued their advance. On September 28 the Chinese sug- 
gested the early dispatch of a neutral commission to determine 
the true facts of the situation. Lord Cecil expressed interest in 
the Chinese proposal, suggesting that it be put in writing, and 
voiced the hope that his Japanese colleague would give it 

1 Article 11 of the Covenant reads* 

‘*(1) Any war or threat of war, whether immediately affecting any of the Mem- 
bers of the League or not, is hereby declared a matter of concern to the whole 
League, and the League shall take any action that may be deemed wise and 
effectual to safeguard the peace of nations In case any such emergency shall arise 
the Secretary-General shall on the request of the Members of the League forth- 
with summon a meeting of the Council. 

“(2) It is also declared to be the friendly right of each Member of the League 
to bung to the attention of the Assembly or of the Council any circumstance what- 
ever affecting international relations which threatens to disturb international 
peace or the good understanding between nations upon which peace depends.” 
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further consideration.^ Furthermore, he hoped that some agree- 
ment for evacuation of the troops might be reached at a meet- 
ing between the Chinese and Japanese representatives. “If that 
meeting should prove fruitless, the Council would then have to 
consider if anything else could be done by it to bring about an 
agreement.”^ The net result of the Council discussion was the 
resolution of September 30 which requested both parties to do 
all in their power to hasten the restoration of normal relations 
between them and to furnish the Council at frequent intervals 
with full information as to the development of the situation. 
The Council then adjourned. 

The Council reconvened on October 13 , 1931 , in response 
p.4vgjice in sautherq aP'4 tiad, 
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delegate, Mr. Voshi^awa, in reply, charged the Chinese with 
infringements of Japanese treaty rights. On October 15 the 
United States, over Japan’s objections, was invited by the Coun- 
cil to attend its sessions, and on October 16 Mr. Prentiss Gilbert 
took his seat at the Council table. Supporting the proposed 
invitation, Lord Reading, the British delegate, tried to reassure 
the Japanese that '‘the invited representative would sit, not as 
a Member, but merely for the purpose of making verbal com- 
munications to the Council and informing his Government.” 
Above all, however, he pleaded, "the Council should not lose 
sight of, or relegate to the background, the real question which 
was responsible for the present meeting of the Council,” i.e., the 
"putting into practice, with the assistance of the Japanese and 
Chinese representatives, all possible peaceful means for the 
purpose of preventing acts of hostility which might speedily 
become acts of war.”® 

A meeting of the Council was scheduled to take place on Oc- 
tober 22, but it was decided by all the members of the Council 
except Japan that it was desirable to invoke the moral weight 

2 Professor Shotwell points out in his Rim of the Abyss that on September 
23 the Japanese delegation at Geneva learned that Mr. Stimson was opposed to 
the sending of a commission of inquiry to Manchuria. 

3 Official Journal, League of Nations, December 1931, p. 2292. 

^Ibid., p. 2312. 

5 Ibid., p. 2326. 
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of the Paris Peace Pact in the Manchurian controversy. Accord- 
ingly, on October 17 the governments of Great Britain, France, 
Germany, Italy, Spain and Norway sent to China and Japan 
identic notes calling attention to their obligations under the 
Peace Pact, and the French Government undertook to notify 
the other signatories of the Pact. 

While Japan was still protesting that she had no intention of 
making war upon China, her army continued its advance in 
Manchuria. The other members of the Council, especially 
Great Britain and France, sought to obtain from Japan a spe- 
cific undertaking with regard to the cessation of her military 
operations in Manchuria and the withdrawal of her troops. 
These efforts proved unavailing and M. Briand, the president 
of the Council, on October 22 introduced a resolution which, 
it was known, would not receive the supporting vote of Japan. 
This resolution was passed on October 24 by a vote of 1 3 to 1 
and called upon the Japanese Government “to begin immedi- 
ately and to proceed progressively with the withdrawal of its 
troops into the railway zone,” by the date fixed for the next 
meeting of the Council, November 16. In the discussion which 
followed, Lord Cecil stated the position of his government. The 
British Government he said, had been made extremely uneasy 
by the bombing incidents that had taken place and had found 
it extremely difficult to see how those incidents could be justi- 
fied by any known principle of international law. Lord Cecil 
then called upon the Japanese delegate, Mr. Yoshizawa, to 
clarify what the Japanese Government had meant by its state- 
ment that certain “fundamental principles” regarding the re- 
lations between China and Japan needed to be determined 
before normal relations between the two countries could be 
resumed. Failing to receive a satisfactory reply from his col- 
league, Lord Cecil suggested that perhaps Japan desired “to 
enter into a discussion of treaty obligations with China concern- 
ing Manchuria before evacuation.”® The Japanese delegate still 
refused to elucidate. 

Lord Cecil, speaking again, commented on a Reuters press 
agency report which stated that the Japanese Government took 
the position that, unless tlie League was prepared to take some 
action wliich would implv recognition of the validity of the 
treaties which Japan had with China, it should not attempt to 

p. 2350. 
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force Japan to change its position before the Council. The Brit- 
ish delegate pointed out that any dispute as to the validity or 
interpretation of a treaty could now be settled by the Perma- 
nent Court of International Justice. Furthermore, he held that 
evacuation must precede discussion of the treaties by the 
League.'^ The Council, after adopting the resolution calling tor 
withdrawal of the Japanese troops, adjourned until Novem- 
ber 16. 

At the November 16 meeting of the Council in Paris, Sir 
John Simon represented the British Empire. Nothing of impor- 
tance happened although the troops had not been withdrawn. 
At the next meeting, on November 21, the Japanese represen- 
tative proposed the sending to the Far East of a “Commission 
of Enquiry.” Lord Cecil, who had replaced Sir John Simon, 
urged the acceptance of the proposal. A resolution was finally 
drafted in a form acceptable to both China and Japan and it 
was adopted at the Council meeting of December 10.^ 

In addition to providing for a commission of five members, 
the resolution reaffirmed the resolution of September 30 and 
added in paragraph 2 that the two parties undertook “to adopt 
all measures necessary to avoid any further aggravation of the 
situation and to refrain from any initiative which may lead to 
further fighting and loss of life.”^ No mention was made of the 
October 24 resolution or of a definite date by which Japan 
should have its military forces withdrawn from China or at 
least within the railway zone. In this respect Lord Cecil’s com- 
ments on paragraph 2 of the resolution are significant as indi- 
cating the British attitude at this time toward Japan’s activities 
in Manchuria. 

There can be no doubt that the position in Manchuria is difficult and 
exceptional. It may well be that circumstances may arise there which will 
cause danger to Japanese lives and property from elements of the popula- 
tion out of control, and if an emergency of that kind should arise it might 
become inevitable that Japanese forces in the neighborhood should take 
action against bandits and the like. But I welcome the recognition by my 
Japanese colleague of the exceptional character of the situation and that 
the necessity for such exceptional action will come to an end as soon as 
normal conditions have been restored. In saying this, I do not mean to 

Ubid,, p. 2354. 

8 The resolution can be found in the Official Journal, December 1931 pp. 
2374-5. 

^Ibid., p. 2374. 
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suggest that the Japanese declaration weakens the obligations set out in 
paragraph 2 of the Resolution to avoid any action which will lead to a 
recrudescence of fighting between the Chinese and Japanese troops, or 
a further aggravation of the situation.^® 

Thus the British Government was not only unwilling to com- 
mit itself to more than the expression of hope that Japan would 
not act in violation of her obligations, but also indicated a will- 
ingness to accept the Japanese contentions, at least in part. 

The Japanese, despite all assurances to the contrary, con- 
tinued their occupation of Manchuria, completing it by Janu- 
ary 3. The center of diplomatic activity now shifted from Geneva 
to Washington, for on January 7, 1932, the American Govern- 
ment enunciated the “Stimson Doctrine.'’^^ From the beginning 
of the Manchurian incident the United States through its 
Secretary of State, Mr. Henry Stimson, had voiced its approval 
of the steps taken by the League, culminating in direct asso- 
ciation with the League's efforts. The American Government, 
after consultation with the British and French ambassadors, 
addressed an identic note to the Chinese and Japanese Govern- 
ments on January 7 invoking the Pact of Paris as a basis for the 
declaration of a policy of non-recognition. 

The American Government deems it to be its duty to notify both the Im- 
perial Japanese Government and the Government of the Chinese Republic 
that it cannot admit the legality of any situation de facto nor does it in- 
tend to recognize any treaty or agreement entered into between those 
Governments, or agents thereof, which may impair the treaty rights of the 
United States or its citizens in China including those which relate to the 
sovereignty, the independence, or the territorial and administrative in- 
tegrity of the Republic of China, or to the international policy relative to 
China, commonly known as the open-door policy, and that it does not 
intend to recognize any situation, treaty, or agreement which may be 
brought about by means contrary to the covenants and obligations of the 
Pact of Paris of August 27, 1928, to which treaty both China and Japan, as 
well as the United States, are parties.^^ 

Mr. Stimson has written that he expected British support 
for this move and has openly voiced the disappointment which 
he felt when this was not forthcoming.^® The official British view 

10 Ibid., p. 2577. 

11 The Council had adjourned on December 10, 1931, until January 25, 1932 

12 U. S. Department of State, Press Releases, No. 119, January 9, 1932. 

13 Henry Stimson, The Far Eastern Crisis, pp. 98-105. One of the important 
factors in determining the action of the United States at this time was the political 
situation in Japan On December 12, 1931, a cabinet change took place. Mr. 
Inukai became prime minister and Mr. Yoshizawa leplaced Baron Shidehara as 
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on the Stimson Note was expressed in a brief communique of 
the Foreign Office on January 8, issued to the press on Jan- 
uary 11.“ 

His Majesty's Government stand by the policy of the open-door for in- 
ternational trade in Manchuria, which was guaranteed by the Nine Power 
Treaty at Washington. 

Since the recent events in Manchuria, the Japanese representatives at 
the Council of the League of Nations at Geneva stated October 13th that 
Japan was the champion in Manchuria of the principle of equal oppor- 
tunity and the open-door for the economic activities of all nations. Further, 
on December 28th the Japanese Prime Minister stated that Japan would 
adhere to the open-door policy, and would welcome participation and 
co-operation in Manchurian enterprise 

In view of these statements, his Majesty's Government have not con- 
sidered it necessary to address any formal Note to the Japanese Govern- 
ment on the lines of the American Government's Note, but the Japanese 
Ambassador in London has been requested to obtain confirmation of these 
assurances from his Government. 

Mr. Stimson’s comments on this Foreign Office communique 
indicate why this refusal of Great Britain to go along with the 
United States was so disappointing. 

The contents . . . were such as to be taken by most readers, including — 
what was most important — the Japanese Government, as a rebuff to the 
United States. ... Its omissions were the most important feature of the 
communique. It was entirely silent as to the preservation of the sovereignty, 
independence and integrity of China, the Kellogg-Briand Pact, and the 
assertion of the principle of the non-recognition of the fruits of unlawful 
aggression. It thus ignored entirely the questions of world peace and China's 
integrity, which we had deemed the most important features not only of 
our note, but of the previous three months' negotiations in which we had 
been supporting the efforts of the League of Nations and the British 
Government.^® 

Sir John Pratt, then in the Foreign Office, has given the most 
authoritative British explanation of this communique. In a let- 
ter published in the London Times of November 30, 1938, Sir 
John wrote, 

I am not revealing any very closely kept secret when I say that the 
Foreign Office have never attempted to defend this communique and have 
always regretted that a slip was made which has, it would seem, proved a 
real obstacle in Anglo-American relations The communique was drafted 

foreign minister. This indicated a shift from the liberal to the more militaristic 
elements in Japanese politics. 

London Tfme5, January 11, 1932. 

Stimson, op. cit., pp. 101-2. 



taE Manchurian crisis: 1931-33 25 

and approved in haste by the permanent officials at 1 o'clock on Saturday, 

and it was not realized until it appeared in the Press on the following 
Monday that it read like a rebuff to America. This is really all there is to it. 

Sir John Pratt’s version of this communique as an error in 
judgment does not explain, however, the leading article which 
appeared in the Times on January 11, 1932, which elaborated 
its view of the reasons for the communique. 

The British Government have acted wisely in declining to address a com- 
munication to the Chinese and Japanese Governments on the lines of Mr. 
Stimson’s Note. ... In invoking its clauses [those of the Nine Power 
Treaty] the American Government may have been moved by the fear that 
the Japanese authorities would set up a virtually independent administra- 
tion m Manchuria which would favour Japanese interests to the detriment 
of the commerce of other nations. It is clear that the Foreign Office does 
not share these apprehensions, and diat, although the Nine Power Treaty 
provides for consultation between the interested powers, it was not in fact 
consulted before the Note was communicated to Nanking and Tokyo. 
, . . Nor does it seem to be the immediate business of the Foreign Office 
to defend the “administrative integrity” of China until that integrity is 
something more than an ideal. It did not exist in 1922 and it does not 
exist to-day. On no occasion since the Nine Power Treaty was signed has 
the Central Government of China exercised any real administrative author- 
ity over large and varying areas of its huge territory Today its writ does 
not run in Yunnan and m other important provinces, and while its 
sovereignty over Manchuria is not disputed, there is no evidence that it 
has exercised any real administration there since Nanking became the 
Chinese capital. 

This expression of attitude toward the Chinese Nationalist 
Government was not unique. On September 26, 1931, the Times 
had warned China that “the CounciFs championship of peace 
does not in the least mean that it has any sympathy with the 
‘pin-pricking’ policy in which Chinese governments have in- 
dulged only too often in recent years.” On November 14, 1931, 
on the eve of Sir John Simon’s departure for Paris, the Times 
had stated that the League had “from the first made its own 
position more difficult than it would have been in any case by 
concentrating too exclusively upon the juridical framework of 
peace. When the matter came before the Council in September, 
it did not consider the rights and wrongs of the case or make 
any attempt to ascertain whether motives of unsatisfied practice 
had prompted the Japanese seizure oi Afiikden.” Again on No- 
vember 23, 1931, the Times had spoken of the League’s “initial 
error of condemning out of hand a State that may be in the 
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right, because it had felt compelled to fire the first shot in what 
It believed to be the defense of its own rights and the cause of 
justice.”!® The Foreign Office communique of January 8, even 
if it was an administrative blunder, was in accord with views 
prevalent in Conservative circles. 

A similar attitude was shown by the North-China Herald, the 
ttiost representative spokesman for British interests in China.^'^ 
In the issue of January 12, 1932, it clearly indicated its position 
on the January 7 note: 

At the time when China's integrity is most menaced by the inherent 
defects of the internal administration of the country, it would be insidious 
to throw on one particular signatory of the Nine Power Treaty special 
responsibilities for preserving that elusive quality . . Let it be conceded 
that the Army in Manchuria has definitely led where it should have been 
directed, that Japanese propaganda has been singularly inept and unwise 
in certain aspects, and that the Government at Tokyo has allowed its case 
to be prejudiced by conflicting statements of policy, there still must remain 
the spectacle of Manchuria grossly misgoverned, bled white by reckless 
depreciation of currency to the point of imposing the servitude of a cruel, 
invisible taxation and helplessly caught up in the web of a system of 
administration which, by the circumlocutory methods of its neophytes, 
put a premium on irresponsibility and complete negligence. That is why 
the Council of the League of Nations, after the case had been brought to 
its cognizance, realised the danger of an out-of-hand judgment. . . . Hav- 
ing regard to the general position in China, Great Britain and France are 
content to believe that Japanese assurances will be forthcoming at the 
appropriate time Here again the League’s usefulness is revealed. It acts 
as a lightning conductor. ... It is recognised by Great Britain that Japan’s 
specific statements at Geneva on October 13 and, through the mouth of 
Mr. Inukai, on December 28, require only confirmation by the ordinary 
diplomatic channels for present satisfaction of anxieties over recent Man- 
churian developments. It will be recognised that, in some degree, this 
conveys a friendly hint to Tokyo. In view of the close identification of 
British with Japanese policy in China ... it may be confidently expected 
that the hint will be taken in the spirit in which it is offered. 

The willingness of the British Government to accept Japanese 
assurances was again seen in an announcement made by the 
Foreign OfBce on January 15. As a result of a conversation be- 

^®Such views were also expressed m such other Conservative newspapers as 
the Daily Telegraph, Morning Post, Daily Mail and Daily Express, 

From the beginning of hostilities m September 1931, the North-China Herald 
showed marked sympathy for the Japanese position, although it did support 
China's appeal to the League. It is interesting to note in this connection the 
great and unfriendly attention being paid at this time to the Communist move- 
ment in China and to the growing strength of Soviet Russia in the Far East. 
Obviously, the experiences of 1925-7 were still remembered. 
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tween Sir John Simon and the Japanese ambassador, Mr. Tsuneo 
Matsudaira, on January 8, the Japanese ambassador had called 
at the Foreign Office on the 14th and had conveyed from his 
government express assurances in reference to Japan’s disclaimer 
of territorial ambitions in Manchuria and of her intention to 
respect the principles of the Open Door and the Nine Power 
Treaty. 

The Japanese in their reply to the Stimson Note on January 
16 completely ignored Article II of the Paris Pact which calls 
for the pacific settlement of all disputes. In paragraph 2 the 
Japanese Government boldly stated that, '‘The Government 
of Japan was well aware that the Government of the United 
States could always be relied on to do everything in their 
power to support Japan’s efforts to secure the full and com- 
plete fulfillment in every detail of the treaties of Washington 
and the Kellogg Treaty for the Outlawry of War. They are glad 
to receive this additional assurance of the fact.” The remainder 
of the note, written in the same vein, declared that the Open 
Door would be maintained in Manchuria, “as in China proper,” 
and argued that China’s “present unsettled and distracted state” 
might “modify” the application of the Washington Treaty.^® 
The Times on January 19, in a tone strikingly dissimilar to 
that used in commenting on the Stimson Note, described the 
Japanese reply as “courteous,” “reassuring” and “informative.” 

With the reconvening of the Council on January 25, 1932, 
at Geneva, the center of diplomatic activity again shifted to the 
League. A new situation, of special importance to the British, 
was now developing in the Far East. Shanghai, the hub of 
British interests in China, was in serious danger. On January 20, 
1932, the Japanese consul-general at Shanghai had demanded a 
cessation of anti-Japanese agitation and had lodged a protest 
against a mob attack on five Japanese monks. On January 27 
a twenty-four hour ultimatum was delivered by the Japanese 
authorities to the Mayor of Greater Shanghai, Wu Te-chen. 
The authorities of the International Settlement declared a 
“state of emergency” to exist, which meant that the foreign mili- 
tary forces were to be prepared to defend the sectors of the 

U. S. Department o£ State, Press Releases, Weekly Issue No. 120, January 16, 
1932, pp. 68-9. 
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Settlement assigned to them in accordance with previous ar* 
rangements. The British, American, French, Italian and Jap- 
anese forces took the positions assigned to them, the Japanese 
sector consisting of the northeastern area of the Settlement 
where most of the resident Japanese nationals lived. On Janu- 
ary 28 the Chinese unconditionally accepted the Japanese ulti- 
matum but Shiozawa, the Japanese admiral in charge, an- 
nounced that evening the dispatch of Japanese sailors to the 
native city of Chapei to enforce order and protect Japanese 
property. The Nineteenth Route Army, under General Tsai 
Ting-kai, decided to resist and clashed with the Japanese. On 
January 29 Chapei was bombarded and the '‘Shanghai War” 
had begun. 

The British attitude toward the Sino-Japanese conflict 
changed considerably with the attack on Shanghai. At Geneva 
the Chinese delegation, in order to obtain, if possible, gTeater 
assistance from the League, decided to invoke Articles X and XV 
of the Covenant, instead of continuing to base its pleas on Arti- 
cle XL When the Japanese representative tried to argue that the 
Council could not consider Article X to have been violated since 
the Council had “authorized” the Japanese Government “to 
take action to protect the property and lives of the Japanese 
nationals scattered throughout the vast territory of Manchuria,” 
Lord Cecil rejected this construction. “I think it would be a 
rather more accurate statement to say that the Council recog- 
nized that the obligation to withdraw was dependent upon the 
safety of Japanese nationals.”^^ 

The Times reflected the change in attitude in Conservative 
circles in Great Britain after the bombardment of Shanghai. 
A leading article of January 29, 1932, commented on the 
dispatch of Japanese reinforcements to Shanghai. 

Such doubts about the expediency and the effect of the measures taken 
by the Japanese cannot, of course, obscure the fact that they have had 
serious provocation in the shape of attacks on Japanese subjects and the 
boycott of Japanese goods. Moreover, there has been in the recent past 
somewhat similar action taken by other Powers. In 1927 the British Gov- 
ernment, after consulting other Powers, sent a strong expeditionary force 
to Shanghai to defend the International Settlement against attack: Japan, 
the United States, Italy and other Powers also sent naval contingents and 
warships; the Frencli protected their own concession, and Sir Austen 

Official Journal, League of Nations, March 1932, p. 347. 
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Chamberlain, in reply to questions in the House of Commons made it 
dear that His Majesty’s Government considered that they had the right 
to move troops beyond the limits of the Settlement if the Chinese authori- 
ties should prove unable to protect British nationals In the present case 
the Japanese authorities on the spot consider the dose proximity of a large 
and notoriously ill-disciplined force of Chinese troops to be a reason— 
and It is a good prima facte reason— for refusing to be satisfied by the 
promises of the Mayor of Shanghai, for expelling these troops as a pre- 
caution from the suburbs of the city and for seizing the headquarters of 
the boycotters of their goods. Their Government disclaim any intention of 
taking military action in the International Settlement, or of interfering 
with Its administration, and there is no reason to fear that they wish to 
complicate or aggravate the situation any further than they have done 
already. But when all this is said, the situation at Shanghai must remain 
a a diffinjlt th^ ’'esporsibdUv of the fourteen 
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Collective international action of a more vigorous kind than has re- 
cently characterized affairs in the Far East will be required if order is to 
be restored in Shanghai, which is definitely an international town, and 
if the combatants on either side are to be restrained from wreaking fur- 
ther destruction on life and property. It is of the first importance that the 
two countries should not proceed to a state of formal war with one 
another. A foolish act of defiance by some irresponsible and transitory 
office-holder in Nanking might be made an adequate excuse by the 
Japanese to blockade the whole coast of China, with disastrous conse- 
quences for the large foreign communities and especially for the great 
trading centre of Shanghai, There must be a firm defence of foreign inter- 
ests and an equally firm and united effort to separate the entangled com- 
batant nations. . . . With all its limitations the League at least possesses 
convenient machinery for concerting international policy. It is also the 
proper organ through which an international inquiry can be carried out. 

The Japanese attack on Shanghai also resulted in a period of 
Anglo-American co-operation. As early as January 25, Stimson 
had discussed with the British Ambassador in Washington the 
possibilities of a “co-operative solution” if difficulties arose in 
Shanghai. On January 29 the British Government sent a sharp 
protest to the Japanese Government in regard to the attack on 
Chapei and requested the United States to do likewise, as it did. 
During the following days the British representative made re- 
peated demarches to the Japanese Government making it clear 
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that his government ''could not approve of the use of the Settle- 
ment except for defensive purposes/'-^ 

Anglo-American co-operation was also in evidence in the send- 
ing of naval forces. Mr. Stimson learned on January 31 that the 
British were sending two more 8-inch gun cruisers with addi- 
tional marines and that they had suggested that the United 
States do likewise. On the same day the cruiser Houston and the 
transport Chaumont, with the 31st Infantry aboard, were or- 
dered from Manila to Shanghai, together with the remaining 
American destroyers, thus collecting at Shanghai the entire 
American Asiatic Squadron. 

In Shanghai itself, the British and American consular author- 
ities were co-operating in trying to arrange a truce. The British 
suggested that a neutral zone should be created to protect the 
International Settlement and received the consent of the United 
States for such a move. On February 2 Britain and America 
made joint representations to the Japanese and Chinese Gov- 
ernments, proposing the cessation of hostilities, the withdrawal 
of troops by both sides and the protection of the International 
Settlement by the establishment of neutral zones to divide the 
combatants. Upon acceptance of these conditions prompt ad- 
vances were to be made in negotiations to settle all outstanding 
controversies between the two nations in the spirit of the Pact 
of Paris and the December 10th resolution of the League of 
Nations. The House of Commons was informed of these moves 
on February 2 by Sir John Simon^^ and the Council of the 
League was informed by the British delegate, Mr. James H. 
Thomas. 

These proposals were accepted by the Chinese but rejected 
by the Japanese, mainly on the ground that the proposals un- 
acceptably linked the Manchurian and Shanghai affairs. The 
Japanese Government, however, published a statement on Feb- 
ruary 7 giving assurances that they cherished "no political 
ambitions in the region of Shanghai nor any thoughts of en- 
croaching on the rights and interests of any other Power.” 

At Geneva the serious situation in Shanghai was reflected in 
the tone of the Council discussions. Mr. J, H. Thomas found 

20 Stanley Baldwin in the House of Commons on February 9, 1932. Mr. Baldwin 
also said: “Our aim all the time is to bring about a peaceful settlement between 
the Japanese and the Chinese and to avoid embroiling ourselves on either side.’* 

21 Parliamentary Debates, House of Commons, Vol. 261, cols. 17-19. 
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it necessary on February 2 to declare: “His Majesty's Govern- 
ment in the United Kingdom feel it to be impossible that the 
present situation in the Far East should be allowed to continue. 
. . . War in everything but name is in progress. To such a state 
of things the Members of the League of Nations cannot be in- 
different. If it is allowed to go on, the Covenant, the Pact 
of Paris and the Nine Power Treaty must inevitably lose the 
confidence of the world. ”22 This was the strongest statement 
which had yet been made by a British representative in criticism 
of Japanese behavior. 

The situation in Shanghai, however, grew more acute, and 
efforts by the ranking British naval officer. Admiral Kelly, to 
bring about a settlement proved unavailing.^^ In Geneva the 
Council met on February 9 and in an inconclusive meeting 
decided to delay the detailed discussion of the situation until 
they had received further information from the Consular Com- 
mittee in Shanghai. It was after this meeting of the Council 
that the Chinese Government decided to ask for the immediate 
convening of a special session of the League Assembly to con- 
sider the Sino-Japanese conflict. 

At this time, too, the American Government approached the 
British Government on the advisability of invoking the Nine 
Power Pact. On February 9, 1932, Mr. Stimson indicated to 
the British ambassador his views on such action. On February 
11, 1932, at the suggestion of President Hoover, Mr. Stimson 
telephoned Sir John Simon at Geneva and, according to Mr. 
Stimson, suggested a joint invocation of Article VII of the Nine 
Power Treaty. The actual events of the next few days have 
been a matter of bitter dispute and the persons intimately in- 
volved disagree as to exactly what happened. The best American 
account is that given by Mr. Stimson in his Far Eastern Crisis 
and the most authoritative British version is contained in Sir 
John Pratt’s letter to the London Times in November 1938. 

Mr. Stimson’s account asserts that on the day following the 

22 Official Journal, League of Nations, Maich 1932, p 350. 

23 For a first-hand account of events m Shanghai, see British Foreign Office, 
Miscellaneous No 4 (1932), Reports to the League of Nations by the Committee of 
Representatives at Shanghai of certain States Members of the League Council 
appointed to report on Events in Shanghai, Shanghai, February 6 and 12, 1932. 

2 ^ “The Contracting Poweis agree that whenever a situation arises which in the 
opinion of any one of them involves the application of the stipulation of the 
present Treaty, and renders desirable discussion of such application, there shall 
be full and frank communication between the Contracting Powers concerned." 



32 


BRITISH RELATIONS WITH CHINA: 1931-1939 


first telephone call to Geneva, he again spoke to Sir John Simon 
at Geneva. Then, at the British Foreign Secretary’s request, he 
cabled to him a proposed draft of such a joint statement and 
explained that the main purpose of the proposed draft was to 
make clear America’s intention to live up to the covenants of 
the Nine Power Treaty respecting the future sovereignty and 
integrity of China. On February 13 and 15, according to Mr. 
Stimson’s version, he again talked with Sir John, then in Lon- 
don. Although he received no explicit refusal to his suggestion, 
Mr. Stimson finally became convinced that the British Govern- 
ment felt reluctant to join in such a demarche. Therefore, he 
pressed it no further. 

Sit John Ptett in his letter to tbe Times of Nn'nanii'bj^r 10s 
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dQH thq Foreign OfSce telegraphed to Geneva a paragraph containing 
the non-recognition doctrine and this paragraph was embodied in the 
declaration issued by the twelve members of the Council on February 16, 
1932. At the same time a written answer was handed to the American 
Embassy for transmission to Mr. Stimson stating that the British Govern- 
ment was most anxious to co-operate with America in this matter and that, 
m view of their adherence to this declaration, it was hoped that those 
of the League Powers who were signatories to the Nine-Power Treaty 
might also associate themselves with the proposed joint invocation. The 
Foreign Office, so far from refusing to “go along” with Mr. Stimson, did all 
they possibly could to further his proposal. To obtain the concurrence of 
several Governments in a particular draft is, however, always a cumber- 
some and sometimes a lengthy process. It is not m general the kind of 
procedure that commends itself to the State Department and Mr. Stimson 
preferred to drop the idea of a joint invocation and turn his draft into the 
letter from himself to Mr. Borah of February 24, 1932. 

Which version, if either, is correct, it is impossible to say. 
However there are other indications of what the British posi- 
tion was at this time. Thus, Sir John Simon in a detailed state- 
ment to the House of Commons on February 22 on the Shanghai 
situation said that the Government would direct its full in- 
fluence in support of the moral authority of the League, and it 
was ready to offer its good offices to both nations, with both of 
which it was friendly. This attitude of impartiality was re-em- 
phasized as the Foreign Secretary went on to say that the duty 
of the League was to hear both sides after collecting all the 
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information, and it would be quite improper for anyone to 
attempt to pronounce a partial or interim judgment in a matter 
where everything depended on the report which would have to 
be made by the League being recognized on both sides as pro- 
ceeding from a complete sense of impartiality.^^ Anthony Eden, 
speaking for the Government in the House of Commons on 
February 29, 1932, in response to questions as to whether Great 
Britain would send notes to Japan and China indicating 
Britain’s determination to adhere to the non-recognition doc- 
trine, evasively said, 

I do not think that a further note on this subject would, even if it were 
addressed to both parties . . . serve any useful purpose. His Majesty’s 
Government have already made their position sufficiently clear and the 
Japanese Government have given definite assurances that they will uphold 
the principle of the Open Door.-® 

At Geneva the Council of the League quickly reacted to the 
increasingly acute situation in Shanghai. On February 16 the 
neutral members of the Council, hoping to dissuade Japan 
from authorizing the great attack upon Shanghai which was 
known to be impending, sent an urgent appeal to the Japanese 
Government. In this appeal Japan, for the first time, was clearly 
pointed out as the responsible party. Japan’s obligations under 
Article X of the Covenant and under the Nine Power Treaty 
were recalled and an appeal to Japan ‘‘to recognize the obliga- 
tions of her special position and of the confidence which the 
nations have placed in her as a partner in the organization and 
maintenance of peace” was made.^*^ 

The President of the Council, M. Paul-Boncour, said that 
the sending of the appeal to Japan was not to be taken as a 
judgment against Japan by them, and this was repeated by the 
representative of the British Empire, the Marquess of London- 
derry, who declared: “that appeal contained no indictment; it 
embodied no judgment: it was an appeal to the strength and to 
the honor of Japan.’’^® The appeal, however, did contain an 
affirmation of the doctrine of non-recognition. Article X of 
the Covenant was invoked as a basis for asserting that “no in- 
fringement of the territorial integrity and no change in the 
political independence of any Member of the League brought 

25 Parliament aiy Debates, House of Commons, VoL 262, cols. 178-83. 

26 Ibid., Vol. 262, cols. 359-60 

27 Official Journal, League of Nations, March 1932, p. 384. 

28 Official Journal, League of Nations, March 1932, p. 369. 
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about in disregard of this article ought to be valid and efEectual 
by Members of the League.” 

Japan rejected the appeal in a reply dated February 23, 1932, 
and declared China to be the aggressor. The United States, how- 
ever, chose that very day (February 23) to make public its posi- 
tion on the Sino-Japanese controversy. Mr. Stimson in a letter 
to Senator William E. Borah, chairman of the Committee on 
Foreign Relations of the United States Senate, maintained that 
the Washington Nine Power Treaty was still in force and ap- 
plicable to the events in Manchuria and Shanghai and that this 
treaty and the other treaties drafted in the Washington Confer- 
ence were “interrelated and interdependent.” The American 
Secretary of State emphasized for the benefit of his British read- 
ers the part which Britain had played in the formulation of 
the open-door policy and in the work of the Washington Con- 
ference. Mr. Stimson also invoked the Pact of Paris as being 
applicable to the existing situation. The intention of the Amer- 
ican Government to adhere to the policy of non-recognition 
was affirmed for the present and for the future 

On February 29 the Council held its last meeting before the 
transfer of the Sino-Japanese controversy to the Assembly. It 
had convened in order to examine the Shanghai situation in 
the light of new information which Sir John Simon would 
present to it. Sir John said that he had been informed that a 
meeting between commanders or representatives of the Chinese 
and Japanese forces had taken place on board the British flag- 
ship Kent in the presence of the British admiral, at which had 
been discussed a mutual and simultaneous withdrawal of both 
the Chinese and Japanese forces and the controlling of the 
evacuated area with neutral assistance. No definite agreement 
had been reached, but the proposal had been forwarded to the 
Chinese and Japanese Governments.^^ 

The president of the Council then made certain proposals 
which needed acceptance by both the Chinese and the Japanese 
Governments and the co-operation of the other principal powers 

29 See U. S. Department of State, Press Releases, No. 126, February 27, 1932, for 
complete text. 

so On February 19 the Council had passed a resolution in accordance with 
China’s request, referring the dispute to the Assembly and calling for a special 
session of the Assembly to convene on March 3, 1932. The author has it from a 
high authority who was present that the British delegation tried to persuade the 
Chinese delegation not to request the transfer. 

31 Official Journal, League of Nations, March 1932, p. 917. 
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with special interests in the Shanghai settlement. A mixed con- 
ference of all the powers concerned was to take place for the 
purpose of bringing about a final conclusion of fighting and the 
restoration of peaceful conditions in the Shanghai area. The 
conference would be undertaken on the basis (a) that Japan 
had no political or territorial designs and no intention of estab- 
lishing a Japanese settlement in Shanghai or of otherwise ad- 
vancing the exclusive interests of the Japanese, and (b) that 
China entered the conference on the basis that the safety and 
integrity of the International and French Settlements must be 
preserved under arrangements which would secure these areas 
and their residents from danger. Finally, the meeting of this 
conference was to be subject to the making of local arrange- 
ments for a cessation of hostilities. 

The Council trusts that this will very speedily be brought about It is 
proposed that the military, naval and civilian authorities of the other 
principal Powers represented m Shanghai will render all possible assistance 
in consolidating the arrangements®- 

Sir John in expressing his approbation of the plan informed 
the Council that the United States approved of the plan and 
would co-operate. 

America is not a member of the League of Nations, but none the less I 
am happy to be able to announce here at a meeting of the Council of the 
League that I have been in close consultation with the United States and 
I am authorised to communicate the assurance of the United States that 
it is prepared to associate itself with the step which we are now taking 
and to instruct its representatives in the Shanghai area to co-operate with 
us who are Members of the League in the fullest measure in carrying out 
the proposals which the President has put before us and which I hope we 
are about to adopt®® 

China and Japan accepted the proposals and a meeting be- 
tween Chinese and Japanese delegates was arranged by the 
British, French and American ministers to China. The nego- 
tiations broke down, however, because the Japanese insisted 
upon the prior unconditional withdrawal of the Chinese troops. 
This was the final effort made by the Council to bring the hos- 
tilities to an end. Henceforth, the Assembly assumed the main 
burden of dealing with the Sino-Japanese controversy. 

At the meeting of the Assembly on March 3 the Chinese dele- 

33 z&zd, p. 918. 

ssibid, p. 919. 
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gate, Dr. Yen, severely condemned the Japanese invasion and 
emphasized the failure of the Council to remedy the situation. 
He appealed to the Assembly to bring about the cessation of 
hostilities, the withdrawal of Japanese troops and the peaceful 
settlement of the entire Sino-Japanese controversy. Mr. Matsu- 
daira, in defense of his country’s actions, pleaded the disordered 
conditions of China and the prevalent anti-Japanese feeling in 
China. The whole problem was submitted to the “General 
Commission” of the Assembly, corresponding to a “Committee 
of the Whole” in American practice. 

At the first meeting of the General Commission on March 4, 
there was some discussion as to whether or not active hostili- 
ties at Shanghai had ceased and also as to what steps should be 
taken for the final liquidation of the situation. A resolution was 
adopted calling for cessation of hostilities and recommending 
negotiations with neutral assistance for the conclusion of ar- 
rangements which should render definite the cessation of hos- 
tilities and regulate the withdrawal of Japanese forces. The 
Assembly, in a plenary session held the same afternoon, unani- 
mously adopted this resolution. 

The second meeting of the General Commission was held the 
next day, March 5. At this meeting the delegates from the 
smaller states like Norway, Sweden and Mexico lived up to 
China’s expectation that they would urge stronger action in de- 
fense of League principles than had been advocated by the 
great powers. These expressions of opinion continued also in 
the meetings of the General Commission. On March 7, at the 
fourth meeting of the General Commission, Sir John Simon 
rose to speak in behalf of the great powers. He began by recog- 
nizing that the Far Eastern situation involved not only the 
restoration of peaceful conditions but also “nothing less than 
the utility in the case of a major dispute of the League of 
Nations.” The League, he declared, was “an indispensable in- 
strument for influencing international relations, and the preser- 
vation of its useful, authoritative influence is the best hope for 
the future of the world.” However, as to what was practical for 
the League to do with regard to the controversy before it, Sir 
John maintained that its first duty was mediation. Involved in 
this mediation, he said, was the duty of effecting a settlement of 
the controversy, and to this end it was the first duty of the 
League to persist in pursuing the procedure of conciliation by 
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every means in its power. However, although the time had not 
yet come to pronounce a judgment on the matters in contro- 
versy, the Assembly might make a declaration at once as to the 
measures by which the solution of the controversy should be 
sought. 

Should not we take this opportunity now solemnly to reaffirm the 
fundamental principles on which the League is based, and by which every 
signatory represented in this room is bound? Should we not declare afresh 
that the Covenant does not authorize a State, however well-founded its 
grievances against another State, to seek redress by methods other than the 
pacific methods set forth in Article XII of the Covenant? Should we not 
make reference afresh to the Pact of Pans which, together with the Covenant, 
IS one of the pillars of the peace organization of the world? . . . Should 
not we make reference therefore to Article X of the Covenant? 

Such a declaration, he said, would reassert the conditions 
under which every member was obliged to conduct relations 
with every other member. “It would be far better for the League 
to proclaim its principles, even though it failed to get them 
observed, than to forsake those principles by meaningless com- 
promise.” The propositions contained in Article X were ones 
which every member of the League was bound to accept with- 
out regard to the merits of the controversy. Changes brought 
about, not as a result of methods of conciliation and peaceful 
adjustment, but by means contrary to the Covenant, manifestly 
could not receive the approval of an Assembly of nations which 
existed for the very purpose of observing these obligations and 
upholding these principles.^^ 

The discussion in the General Commission continued until 
March 8, when a Drafting Committee was appointed whose 
function it was to present propositions in formulated terms. A 
draft resolution was finally presented to the General Commission 
on March 11, which invoked the Covenant of the League of Na- 
tions and the Pact of Paris and declared that it was incumbent 
upon the members of the League not to recognize any situation, 
treaty or agreement which might be brought about by means 
contrary to these international agreements. The resolution also 
called for the setting up of a committee of nineteen members, 
including the neutral members of the Council, the president 
of the Assembly and six other members to be elected by the 
Assembly. This Committee of Nineteen was to report on the 

34 Official Journal, Special Supplement, No. 101, pp. 62-3. , 
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cessation of hostilities and was to regulate the withdrawal of 
the Japanese forces, following the execution of the resolutions 
adopted by the Council on September 30 and December 10, 
1931. The resolution was unanimously adopted by the General 
Commission and that afternoon the Assembly did likewise, 
with, however, Japan and China abstaining from voting.^^ Im- 
mediately following the adoption of the Resolution, the Com- 
mittee of Nineteen was created. The six members which were 
elected by secret ballot were Switzerland, Czechoslovakia, Col- 
ombia, Portugal, Hungary and Sweden, 

The United States promptly gave its full approval to the 
resolution. Furthermore, the secretary-general of the League 
was informed that the American Government had already au- 
thorized its representatives in Shanghai to assist, in co-operation 
with the representatives of the other powers, in the settlement 
of the situation at Shanghai. 

Shanghai now became the center of diplomatic interest and 
activity. The Shanghai Conference, in pursuance of the As- 
sembly’s resolution of March 4, opened its negotiations for 
the cessation of hostilities on March 24. The situation seemed 
to be improving, since fighting had largely ceased and the 
Japanese forces were already in the process of being withdrawn. 
By March 30 the Conference was able to announce that an 
agreement had been reached for a definite cessation of hostili- 
ties, but the signing of a formal agreement did not come until 
May 5. The delay was due largely to the Japanese unwillingness 
to agree to the Chinese proposal that a definite time should be 
fixed for the complete withdrawal of the Japanese troops to 
within the International Settlement. An armistice agreement 
was reached after Sir Miles Lampson, who had been active in 
attempting to mediate the conflict, devised a formula acceptable 
to both parties. The substance of the agreement was reported to 
the Assembly on April 29 by the Committee of Nineteen, and 
a resolution approving it was adopted by the Assembly on 

35 Under the practice of the Assembly, a member abstaining from voting is 
counted simply as not present The Chinese delegate did not vote because he had 
not yet received formal instructions fiom his government. He later informed the 
Assembly of his approval 

The author has it from the same high authority previously quoted that the 
Chinese delegation was led to believe by the representatives of the great powers 
that this non-recogmtion resolution was to be the first in a series of increasingly 
strong acts to be taken by the League in defense of China. 
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April 30. The agreement, which was signed on May 5, 1932 
by the representatives of China and Japan in the presence of 
diplomatic representatives of Great Britain, the United States, 
France and Italy, rendered definite the cessation of hostilities 
and the withdrawal of the Japanese forces. A joint commission, 
including members representing the four participating friendly 
powers, was provided for to “certify the mutual withdrawal.” 
This commission was also to collaborate in arranging for the 
transfer of territory from the evacuating Japanese forces to the 
incoming Chinese police. The “Shanghai War” had come to an 
end. 

In the period following the cessation of hostilities in the 
region of Shanghai, events in Manchuria and the work of the 
Lytton Commission took the center of the stage. In February 
the new “state” of Manchukuo had come into existence and on 
March 9, 1932, the Manchu boy-emperor Pu Yi became head 
of the new regime, with Japanese approval and support. In a 
note of March 12, the new state unsuccessfully asked the nations 
for recognition. Sir John Simon told the House of Commons 
on March 14 that such recognitions “would be premature.”^® 
In June 1932, the government of Manchukuo seized control 
of the customs and salt revenues, a move of obvious importance 
both to China and to foreign creditors of China since Manchuria 
had normally supplied one-third of the total customs revenue. 
At Harbin and elsewhere the British commissioners of customs 
were intimidated and forced from their offices by Manchukuo 
police. In September the Japanese Government formally recog- 
nized Manchukuo. 

In the meantime the commission of five headed by Lord 
Lytton, which had been set up in January 1932 in accordance 
with the CounciFs December 10th resolution, was carrying out 
its duties. This commission had visited China, Japan and Man- 
churia and finally in October 1932 issued a voluminous report.^'’^ 
The report contained not only information on the situation in 
China and Manchuria but also made certain recommendations. 
It proposed that Manchuria should be given autonomy under 
Chinese sovereignty and that new Sino-Japanese treaties should 
safeguard the rights of both parties. It did not directly consider 

Parhamentary Debates, House of Commons, Vol 263, March 14, 1932, col 10. 

In July 1932 the Assembly granted the commission of inquiry an extension 
of time for the submission of its report. 
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the question whether Japan had violated existing treaties and 
did not recommend sanctions or any other coercion against 
Japan. The report was a thoroughgoing document, but Japan, 
as had been expected, refused to accept the report as a basis for a 
settlement. 

The Lytton Report, as the report came to be known, came 
up for consideration by the Council on November 21, 1932. 
In the discussions which followed it soon became evident that 
there was little hope for any measure of agreement between 
China and Japan on the recommendations made in the report — 
the main bone of contention being the status of Manchuria. 
The Council on November 28 decided to transmit the report 
to the Assembly, and henceforth the Council ceased to play an 
active part in the consideration of the Sino-Japanese controversy. 

On December 6, 1932, the Assembly began its discussions 
of the Lytton Report. The small states like Sweden, Norway, 
the Irish Free State and Czechoslovakia supported the report, 
stressing the necessity of upholding the principles of the Cove- 
nant and denouncing Japan’s actions in Manchuria, The great 
powers were considerably more restrained. France, through its 
representative M. Paul-Boncour, praised the report as being 
able and impartial, but suggested only that it should be made 
the “center and pivot” of the Assembly discussions and that 
heed should be paid to its conclusions. Sir John Simon praised 
the Lytton Report because it made a “measured criticism” of 
both China and Japan. Without referring to the conclusions 
which were condemnatory of Japan’s actions, he proceeded to 
call attention to those portions of the report that tended to cast 
discredit upon conditions in China or upon Chinese actions 
such as anti-foreign propaganda and the boycott. Sir John then 
stressed the necessity of being concerned with “realities” and 
indicated that a restoration of the status quo ante was no solu- 
tion. Neither side he said, accepted the report in its entirety 
and both had something to concede. The principles of the 
League must be upheld and conciliation must be promoted. If 
direct negotiations gave promise of good results, they should 
be encouraged by all means. The League, he affirmed, might 
be able to assist in the work of conciliation and the Committee 
of Nineteen would, he thought, be much more effective for this 
purpose if means could be found to add to it representatives of 
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the United States and Russia.®^ In light of the actual findings of 
the Lytton Commission, Sir John’s speech was definitely pro- 
Japanese.^^ Italy and Germany followed the lead of Great 
Britain. 

The outcome of the discussions at this time was a resolution 
adopted by the Assembly on December 9, 1932, calling upon 
the Committee of Nineteen to study the report and submit 
proposals to the Assembly. The Committee was unsuccessful in 
its attempts at conciliation because of Japan’s objections to the 
participation of the United States and Russia and her insistence 
on recognition of the independence of Manchukuo. Considering 
all further efforts futile, the Committee prepared a draft of the 
report which the Assembly would be called upon to make under 
paragraph 4 of Article XV of the Covenant. 

The draft of the report was finished by the Committee of 
Nineteen and circularized to the Members of the Assembly on 
February 16, 1933. The report was divided into four parts. 
The first accepted the findings of the Lytton Commission. Part 
II traced the course of the controversy before the Council and 
Assembly without any attempt to apportion blame or responsi- 
bility. Part III consisted of estimates of the character and signifi- 
cance of the events recorded in Part II. In this section, China’s 
claim to Manchuria was upheld; the issues pending between 
China and Japan were declared to be capable of settlement by 
arbitral procedure, and the responsibility for the development 
of events after September 1931 was placed entirely on Japan. 
The final part made certain specific recommendations for the 
permanent settlement of the situation based on three general 
propositions: (1) “The settlement of the dispute should observe 
the provisions of the Covenant of the League, the Pact of Paris, 
and the Nine Power Treaty of Washington.” (2) “The Settle- 
ment of the dispute should observe the provisions of Parts I 
and II of the Assembly Resolution of March II, 1932.” (3) “In 
order that a lasting understanding may be established between 
China and Japan on the basis of respect for the international 
undertakings mentioned above, the settlement of the dispute 
must conform to the principles and conditions laid down by 

38 Official Journal, Special Supplement, No. 110, p. 51. 

39 The Manchester Guardian, of December 8, 1932, reported that Mr. Matsuoka, 
the Japanese representative, remarked that Sir John Simon had said in half an 
hour, in a few well-chosen phrases, what he (Matsuoka) had been trying to say 
in his bad English for the last ten days. 
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the Commission o£ Enquiry/’ The most important specific 
recommendation was that the regime in Manchuria was not 
to be recognized by members of the League either de jure or 
de facto.^^ 

The report came before the Assembly for its consideration on 
February 24, 1933. Dr. Yen accepted it for China, while Mr. 
Matsuoka rejected it for Japan. The report was unanimously 
adopted.^^ Mr. Matsuoka, after a brief declaration, withdrew 
with his entire delegation from the Assembly and on March 27, 
1933, the Japanese Government gave notice of its intention to 
withdraw from the League. The League had suffered a blow 
from which it was never wholly to recover. 

The pros and cons of British policy during this period have 
been a subject of much discussion, often bitter and recrimina- 
tory. Among those who have defended British policy, some have 
pointed to the critical world situation and to the political and 
economic crisis in Great Britain. Others have stressed the de- 
sirability of keeping Japan’s friendship in case of another out- 
burst of anti-foreign sentiment in China, or in case of Russia’s 
becoming stronger and more influential in the Far East. Some 
have pointed to the historically predominant position of Japan 
in Manchuria, and nearly all have maintained that Britain 
could not rely on the United States for more than moral sup- 
port. Others have attacked British policy either as weakening 
the League of Nations, or deserting the Chinese, or failing to 
bring about Anglo-American co-operation. These have argued 
that the Conservative Party was pro-Japanese and more con- 
cerned with the defense of material and immediate interests 
than with upholding Britain’s obligations. 

The debate still goes on. It can be definitely said, however, 
that whatever were the motives of British policy, Britain’s 
actions during this period were on the whole favorable to 
Japan rather than to China. Furthermore, Britain acted more 
vigorously and promptly when Shanghai, the center of British 
interests, was attacked than when Manchuria, in which she had 
substantial but relatively less important interests, was invaded. 

Official Journal, Special Supplement, No. 112, pp 73-5. 

Siam abstained from voting and therefore was considered not present Japan’s 
negative vote did not count as such because Japan was a party to the dispute. 



CHAPTER III 


FROM 1933 TO THE LEITH-ROSS MISSION 

In the period after the subsiding of the Manchurian crisis, 
Great Britain’s foreign policy had to reckon with an increas- 
ingly complicated and turbulent world situation. On January 
30th, 1933, Adolf Hitler became German Chancellor. Diplo- 
matic crises which in a few years became almost the “normal” 
situation were multiplied. The World Economic Conference 
met in 1933 and failed to offer any substantial relief to help the 
nations out of the depression. In 1934 France and Spain were 
rocked by internal political crises; Germany went through the 
purge of June 30; the Austrian Premier Dollfuss was assassinated 
in a Nazi putsch that failed, six months after Dollfuss had put 
down a last-stand uprising of the Vienna socialists On the other 
hand the entry of the U.S.S.R. into the League of Nations offset 
the departures of Japan and Germany, and the Franco-Soviet 
pact offered a certain measure of stability. Finally, the consti- 
tutional crisis in India continued in 1933-4. Hence it is perhaps 
easy to understand why during 1933 and 1934 Great Britain 
continued her policy of maintaining friendly relations with 
Japan. Her prestige in China, which had fallen during 1931 
and 1932 as a result of her attitude on Manchuria remained low, 
and her policy toward China in 1933 was characterized by its 
inactivity.^ 

3- Britain’s chief diplomatic activity during 1933 was the renewal of the 
Shanghai Provisional Court Agreement of 1930 

The Shanghai Special District Court and its appellate division, the Second 
Branch Kiangsu High Court, which had been established in 1930 to replace the 
unsatisfactory Provisional Court, were incorporated by 1933 into the judicial sys- 
tem of China as regular Chinese courts, preserving, however, considerable foreign 
control. The Municipal Council of the International Settlement shared in the 
appointment and dismissal of the judicial police, and the initiation and piose- 
cution m criminal proceedings were assumed laigely by the Municipal Police and 
the Municipal Advocate, foreign head of the Council’s Legal Department Since 
the Nanking Government and the foreign authoiities were satisfied with this 
arrangement, the 1930 agreement was renewed for three years on February 8, 
1933. The foreign powers concerned — Gieat Biitam, France, United States of 
America, Brazil, Norway, and the Netherlands-exchanged notes with China, and 
the latter undertook to check undue delay m civil proceedings. 
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This inactivity contrasted sharply with the positi\^e policy of 
Japan. Ignoring the moral censure of the League of Nations 
and the United States, Japan folloxved up the seizure of Man- 
churia with an advance into Jehol. On May 31, 1933, the 
Chinese signed the humiliating Tangku Truce. This capitula- 
tion carried Japanese power even beyond Jehol. It proxdded 
for the withdraxval of Chinese forces from virtually all of Hopei 
province north of Peiping and Tientsin, and also effectively 
added several thousand square miles north of the Great Wall 
to Manchukuo, while leaving Japanese garrisons within the 
so-called demilitarized zone. Japanese “co-operation” in China’s 
internal affairs loomed as an imminent possibility. In March 
1933 pro-Japanese Wang Ching-wei had become president of 
the Executive Yuan; the boycott of Japanese goods xvas at a 
low ebb, and by 1934 Japanese ships resumed their activities 
on the Upper Yangtze River 

These developments, however, did not yet constitute a direct 
or immediate threat to British interests and did not effect any 
change in her policy. 

The Amau Declaration 

This attitude of laissez-faire was best illustrated by the British 
reaction to the Amau Declaration of April 17, 1934, which an- 
nounced to the entire world the extent of Japan’s aims in China. 

Earlier, on January 22, 1934, in his annual review to the Diet 
of Japan’s foreign relations. Foreign Minister Hirota empha- 
sized the sole responsibility of Japan for the “maintenance 
of peace” in East Asia. However, the restrained and amicable 
manner with which he referred to Japan’s relations with the 
great powers (“Japan’s traditional amity with the British Empire 
remains unshaken even to these times”) smoothed over his claim 
of a right to independent action in the affairs of China, and it 
passed almost without foreign comment. 

On the other hand, the statement to the press of Mr. Amau, 
spokesman of the Japanese Foreign Office, aroused great inter- 
est and concern in the world’s leading capitals. Although subse- 
quent attempts were made to gloss over the April 17 declara- 
tion, it was never officially repudiated or retracted. A week 
before this, Mr. Amau had told the press that his department 
was anxious that foreigners should know that Japan was abso- 

2 Japanese shipping on the Upper Yangtze Rivei had been suspended since 1931. 
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lutely opposed to foreign interference in China and to any plans 
of international co-operation with China. This demarche, which 
attracted little notice abroad, was followed on April 17 by a 
further statement to the press reiterating Japan's “special posi- 
tion” in her relations with China and emphasizing that no coun- 
try but China was 

in a position to share with Japan the responsibility for the maintenance 
of peace in East Asia. Any joint operations undertaken by foreign Powers, 
even in the name of technical or financial assistance, at this particular 
moment after the Manchurian and Shanghai Incidents are bound to 
acquire political significance , and . . . would have the most serious 
repercussions upon Japan and East Asia 

Japan, therefore, must object to such undertakings as a matter of prin- 
ciple, although she will not find it necessary to interfere with any foreign 
country negotiating individually with China on questions of finance and 
trade, as long as such negotiations benefit China and are not detrimental 
to peace m East Asia 

However, supplying China with war aeroplanes, building aerodromes in 
China, and detailing military instructors or military advisers to China, or 
contracting a loan to provide funds for political uses, would obviously tend 
to alienate the friendly relations between Japan, China and other coun- 
tries and to disturb peace and order in Eastern Asia. Japan will oppose 
such projects ® 

The Japanese Foreign Office, in an effort to allay the stir these 
statements evoked among the Nine Power Treaty signatories, 
insisted that the Declaration was merely an amplification of Mr. 
Hirota's speech in the Diet in January. Mr. Amau, however, on 
the following day not only reiterated his statement that it rested 
with Japan to determine whether foreign aid to China was or 
was not of a nature to imperil peace and order, but also insisted 
that the Japanese attitude was not in conflict with any treaties — 
treaties being susceptible to various interpretations.^ Accord- 
ing to the Rengo News Agency, then one of the two chief Japa- 
nese news agencies, Japan would not object to assistance to China 
of a cultural or non-political character financed by remitted 
Boxer Indemnity funds, or to other economic arrangements 
which might be free from political import.^ 

These statements created a stir on the surface but no deep 

8 For an authoritative version of the Amau Declaration, see statement made by 
Sir John Simon in House of Commons on April 23, 1934, Parliamentary Debates, 
Vol. 288, cols. 1368-9 

4 The various Japanese statements can be found m the London Times, April 
23-6 inclusive. 

6 This statement was later described as “unauthorized." 
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concern in Great Britain. When, on April 23, Sir John Simon 
was asked in the House of Commons whether the Foreign Office 
had received notification of Japan’s intention to redefine her 
policy in the Far East with the object of claiming a controlling 
voice, he replied that he had received no such intimation. As 
for the Amau Declaration, he said, it had apparently been in- 
spired by “an apprehension of certain dangers to peace, to good 
relations between China and Japan, or to the integrity of China 
which might follow from certain action by other Powers in 
China. None of these dangers is to be apprehended from the 
policy of His Majesty’s Government which aims in fact at avoid- 
ing them.” Nevertheless, because of the broad nature of the 
Amau Statement, the British Government, he said, would make 
its position clear to Japan.® On April 30, the Foreign Secretary 
outlined for the House of Commons the steps which the British 
Government had officially taken. Sir Francis Lindley, the British 
Ambassador to Tokyo, had called on Mr. Hirota to make a 
“friendly inquiry” and to remind him of China’s position and 
of British rights as guaranteed by the Nine Power Treaty. Since 
Japan’s anxiety regarding China, expressed in the April 17 
statement, could not apply to Great Britain, whose aim was to 
avoid dangers to the peace and integrity of China, the British 
Government could not admit the right of Japan alone to decide 
whether any particular action, such as the provision of technical 
and financial assistance, promoted such danger. The British 
Government assumed that Japan did not intend to infringe upon 
the common rights of the other powers in China or upon Japan’s 
own treaty obligations, but was merely exercising her right, 
under articles 1 and 7 of the Nine Power Pact, to call the atten- 
tion of the signatories to any action in China inimical to her 
security.'^ Mr. Hirota’s reply of May 1 was taken to indicate that 
the British Government had been correct in that assumption, 
for it gave assurances of Japan’s observance of the provisions 
of the Nine Power Pact and of her adherence to the “open- 
door” principle. 

The London Times, which had refrained from comment on 
the Amau Declaration until April 26, also indicated a willing- 
ness to put the best light on Japanese policy. “The latest devel- 
opment at Tokyo suggests that to condemn Japanese policy 

^Parliamentary Debates, House of Commons, Vol. 288, cols. 1366-7. 

Ubid., Vol, 289, cols. 13-14. 
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towards China unheard is just as premature as to applaud it 
. . . there is every desire to remain on the best o£ terms with 
our old Ally and to assist the growth of peace and order in China. 

. . . The Japanese Government seem now to wish to allay the 
anxieties which their spokesmen have aroused. Surely they can 
best achieve this end, and obtain a hearing for their views on 
Chinese aiffairs, by cooperation rather than friction with other 
civilized nations.”® 

The British position reflected the strong desire of the Govern- 
ment to maintain cordial political relations with Japan, as long 
as Japan’s China policy and her attitude toward the naval 
treaties did not force a shift in British policy. 

Oil Monopoly in Manchukuo 

The establishment of an oil monopoly in Manchukuo in 1934 
clearly implied what Japanese domination of China would 
mean to British interests. While Western adherence to the non- 
recognition doctrine did not result in trade discrimination 
against the nationals of the non-recognizing powers during 1932 
and 1933, in 1934 Manchukuo established state regulation 
over various industries, specifically oil, coal, gold and steel pro- 
duction, of which oil was of most importance to the British. In 
March of the same year, the Manchuria Petroleum Company, 
capitalized at ¥5,000,000, was established by a decree issued by 
the Government of Manchukuo.® The open-door principle was 
evaded by making no shares available to foreign companies. 

In the summer of 1934 Great Britain, the United States and 
the Netherlands,’ aroused by rumors of the intention of the 
Manchukuo Government to enforce an oil monopoly, protested 
informally to the Japanese and Manchukuo Governments. They 
asserted that the note of March 12, 1932, in which the Govern- 

s London Times, April 26, 1934 The Amau Declaration was perhaps not in- 
tended to apply to Great Britain, but rather to the United States and the League 
of Nations, The Declaration itself omitted fiom interference by Japan “any 
foreign country negotiating individually with China on questions of finance and 
trade, as long as such negotiations are not detrimental to peace m East Asia", and 
m the listing of activities which would tend to disturb peace and order in East 
Asia, the type of British activities in China at this time-participation in China’s 
economic reconstruction by use of the Boxer Indemnity Funds and the sending 
of a naval mission— weie not mentioned. This peihaps lends added significance 
to the previously quoted statement of the Rengo News Agency. 

OThe Manchukuo Government subscribed 1,000,000, the South Manchuria 
Railway Company, 2,000,000, and the Nippon Oil, Ogura Oil, and the Mitsui and 
Mitsubishi interests 500,000 each. 
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ment of Manchukuo had invited the recognition of the foreign 
powers, had given assurance that the principle of the open door 
would be observed with regard to economic activities. This 
admission that the continuance of the open door did not depend 
on recognition had been repeated on several later occasions. The 
Japanese Foreign Ofl&ce in its reply to these protests disclaimed 
any responsibility for the acts of the Manchukuo Government. 
Nevertheless, it maintained that, while the purport of the decree 
was to make the sale of oil a government monopoly, it by no 
means intended to monopolize the manufacture and the import 
and export of oil. The articles of incorporation of the company 
had not excluded foreign participation and, moreover, the 
Manchukuo Government really had no intentions of enforcing 
even a monopolization of sales. The Manchukuo Government, 
however, replied to the above protests on October 30, 1934, by 
issuing a statement announcing its decision to enforce a monop- 
oly of the sale of oils in Manchukuo. Simultaneously the de- 
tailed organization of the Manchuria Petroleum Company was 
published. This was followed by the promulgation of an ordi- 
nance on November 13, 1934, which was to go into force in 
April 1935, making the sale of oil a government monopoly, and 
requiring government permission for its importation and ex- 
portation. 

The potential loss to the British and American interests 
involved was considerable. In 1933 the Asiatic Petroleum Com- 
pany, a British concern, had supplied nearly a third of the 
700,000 barrels imported during that year. British and American 
interests had controlled approximately 80 per cent of the retail 
trade and, as a result of the new laws, faced the loss of their 
distribution facilities. In the House of Commons on April 29, 
1935, the British Secretary of State for Foreign Affairs, Sir John 
Simon, outlined the notes which had been exchanged by Japan 
and Great Britain since November 1934 and took the Japanese 
Government to task for its failure to use “their undoubted 
authority to ensure the fulfillment of assurances given by them- 
selves and by the Manchurian authorities regarding the mainte- 
nance of the principle of the Open Door in Manchuria and the 
fulfillment of Treaty obligations.” A new note, he said, had 
been dispatched to the Japanese Government reminding it of its 
responsibility for losses to British interests resulting from the 
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oil monopoly.^® The Japanese were not deterred by the protests 
and the oil monopoly went into effect. 

The passage of the Japanese Petroleum Industry Law in June 
1934 received more attention than the Manchurian situation 
and helped to arouse concern over Manchuria as well as over 
Japan. It came into effect on July 1. Foreign oil companies in 
Japan, Dairen and Korea were now to maintain in stock an 
amount equal to one-half of their annual imports of each item 
during the previous year and such stocks were to be sold to the 
Japanese Government at its own price in case of emergency. 
Refineries were required to have the necessary equipment to 
manufacture a minimum of some 300,000 barrels. At the same 
time the Japanese Government was given price-fixing powers, 
depriving the companies of any security as to future sales. Oil 
production, refining and importation were all made subject to 
government license. Quota limitations were placed upon pe- 
troleum imports. The foreign companies objected to these 
regulations, and ineffective protests on their behalf were made 
by the American, British and Netherlands Governments.^^ 

The oil monopoly laws in Manchukuo and Japan were a clue 
to the future of foreign interests in a Japanese-dominated China 
and a blow to those who held that the maintenance of British 
interests was compatible with Japanese rule. It was with this as 
a background that Britain viewed Japan’s North China policy 
during 1935. 

Japan in China^ 1935 

In 1935 Japanese and Manchukuoan forces advanced into 
the demilitarized zone between Chahar and Jehol and by May 
were south of the Great Wall. In May and June, Japanese mili- 
tary authorities in North China demanded the suppression of 
anti-Japanese activities, abolition of the Peiping Political Coun- 
cil, disbandment of the Kuomintang branches in Hopei and of 
the Blue Shirt organization, and the withdrawal of the Nanking 
Government from the Peiping and Tientsin areas. By the Ho- 
Umetsu Agreement of July 1935 Nanking accepted these de- 

Parliamentary Debates, House of Commons, Vol 301, April 29, 1935, cols. 5'8. 

The Economist of November 3, 1934, commented as follows “Are American, 
Dutch and British oil companies really to pay thiough the nose m order to pro- 
vide facilities for the Japanese Navy to operate against the Philippines or Nether 
lands Indies or British Malaya m the event of war?” 
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mands. A Japanese dominated North China in the immediate 
future thus loomed as a threat to British interest in China. 

Their anxiety was increased by Nanking’s further concessions 
to Tokyo. Chiang Kai-shek had personal interviews with Japa- 
nese diplomatic and military officials in January 1935 (for the 
first time since 1931), and on June 10, 1935 the Chinese Govern- 
ment, in accordance with the Ho-Umetsu Agreement, felt com- 
pelled to promulgate the “Good-Will Mandate,” a blanket 
injunction forbidding anti-Japanese activities.^^ Lin Yu-tang 
described this summer of 1935 as “the darkest period of China’s 
political history.”^® In Great Britain this was taken to indicate 
that, voluntarily or involuntarily, Nanking itself was becoming 
the instrument of Japan. 

The fears aroused by Japan’s China policy were increased by 
her denunciation of the Washington and London Naval Treaties 
in December 1934. The Round Table, in a remarkably far- 
sighted analysis, wrote: 

If she denounces or ignores the Washington Naval Treaty, she will be 
free to build what ships she likes and will be rid of the prohibition 
against fortifying or creating naval bases in the Pacific islands as provided 
by Article 19 of the treaty If she denounces or ignores the Nine-Power 
Treaty relating to China as well, she will be free from her international 
obligations to respect the integrity of China, and to maintain therein 
the open door for the trade and commerce of all nations — a principle 
already impaired by the Manchoukuo affair. She will then be able to 
carry out that policy of indirect control in China which was recently 
outlined by Japanese official spokesmen in a number of capitals, in ac- 
cordance with which those who want to trade in China will have to nego- 
tiate in Tokyo and not in Nanking. She will further be able to lease a 
naval base in the south of China (as European nations have done in the 
past) and to squeeze British trade out of the Yangtze valley if Great Britain 
opposes her desires Finally, if she ignores her obligation not to fortify 
bases in the mandated Caroline and Marshall Islands, which she took over 
from Germany at tlie end of the war, she can acquire submarine and 
possibly fleet bases just north of the equator, next door to Borneo and 
the Australian territory of New Guinea, and between the Philippines and 
Hawaii. If she can do all these things with impunity, she will obviously 
both have closed the back door to the Far East and nullified the collective 
system established for that area at Washington in 1922, and she will have 
done so in the most effective way, not only by having the power to defend 
her own interests but by being able to menace Hawaii and Singapore 

The complete texts of the Ho-Umetsu Agreement and the “Good-Will Man- 
date” can be found m T. A. Bisson, Japan tn China, pp. 55-8. 

13 Lin Yu-tang, “China Prepares to Resist,” Foreign Affairs, April 1939. 

14 "‘Power Politics in the Pacific,” Round Table, December 1934, pp. 8-9. 
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The visit of the Japanese naval training squadron to Germany 
in the summer of 1934 and their hearty welcome by Hitler was 
another portent of possible future developments. 

The Silver Question in China 

Another source of the concern aroused in Great Britain by 
Japan’s foreign policy was the fear that China’s economic dif- 
ficulties would make her incapable of withstanding Japanese 
pressure. Since Nanking’s financial stability and economic 
strength seemed to depend on silver, the silver question was of 
key importance. 

The existence of a currency depreciating with the price of 
silver had enabled China to mitigate the effects of the depression 
for two years. Great Britain had gone off the gold standard in 
September 1931, and Japan had followed in December. Silver 
began to rise in terms of sterling, of the rupee, and of the yen 
(and of the dollar after the United States left the gold standard 
in 1933) The silver agreement of July 1933,^^ made in ac- 
cordance with the unanimous recommendation of the World 
Economic Conference, was ratified by the United States in De- 
cember, and in the following June the Silver Purchase Act was 
passed. In August, as the American Government began to 
purchase silver from abroad, the price of silver rose sharply and 
the flow of silver from China increased.^^ 

The American action accentuated an already existing trend. 
More important and basic in accounting for the outflow of silver 
were the decrease in China’s foreign trade and the reduction of 
her income from emigrant remittances. China’s imports fell 
from Ch.$ 2,233,000,000 in 1931 to Ch.$ 1,030,000,000 in 1934, 
while exports declined from Ch.$ 1,417,000,000 to Ch.$ 535,- 
000,000. China’s foreign trade was financed largely by foreign 
banks. With the decrease in foreign trade, there was a shrinkage 
in the demand for commercial credits and correspondingly less 
need of silver holdings as reserves against these credits. The 
banks, therefore, began to dispose of their holdings, which were 

15 The signatories were Australia, Canada, China, India, Mexico, Peru, Spam 
and the United States. 

1® The outflow of silver from China began in 1932 before the American silver 
purchase policy. In 1932 China experienced a net export of 10 million, in 1933, 
14 million, and in 1934, 257 million This coincided with a steady shrinkage in 
China’s foreign trade. 
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in the form of forward contract purchases and physical silver 
holdings. The American silver policy gave them the opportunity 
of selling their physical holdings in a favorable market in ex- 
change for foreign currencies which could always be used to 
repurchase silver.^^ America’s buying of silver at the very time 
that the foreign banks in China were disposing of it actually 
served to prevent a slump in the silver market. 

The other important factor responsible for the outflow of 
silver was the decrease in emigrant remittances from approxi- 
mately Ch.$ 360,000,000 in 1931 to about Ch.$ 250,000,000 in 

1934.^s 

The Chinese Government, though concerned over the rapid 
outflow of silver, delayed action until September 9, 1934, when 
the Ministry of Finance took interim action limiting purchases 
and sales of foreign exchange to normal business requirements 
for contracts entered into on or before September 8, 1934, and 
for traveling or other personal requirements. The decree was 
ineffective. On September 23, 1934, a communication was sent 
to the American Government, seeking a change in the policy of 
the United States. The American reply, though cordial and 
appreciative of China’s difficulties, did not promise any cessa- 
tion of the silver purchase program. The Chinese Government, 
desirous of preventing a further fall in internal commodity 
prices, announced on October 14, 1934, an increase in the tax on 
the export of silver and variable equalization charges equal to 
the difference between the theoretical parity of London silver 
and the rate of exchange fixed by the Central Bank of China.^^ 
No longer was the external value of the Chinese currency ex- 
clusively linked to the price of silver. China’s exchange was 
brought down to 15s. as compared with a bullion value 

of about 15s. 8d. The increasing disparity between the London 
silver price and the Shanghai exchange rate of the Chinese 
dollar would have made the export of silver profitable during 
the months of April to October 1935, but a “gentleman’s agree- 

Silver stocks m the foreign banks in Shanghai declined from Ch.? 275,660,000 
in 1933 to Ch $ 54,672,000 in 1934. 

1® This figure includes remittances from Manchuria. 

1® An ad valorem duty amounting to 73/^ per cent on silver dollars and mint 
bars (10 per cent less 2]4 per cent minting charges) and 10 per cent on other 
forms of silver (in lieu of the then per cent effective since April 6, 1933) was 
imposed. 
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merit” between the National Government and the banks, foreign 
and Chinese, stopped the legal export of silver. 

Shanghai, center of British interests, was seriously affected. 
The increase in the supply of silver stocks and silver’s favorable 
position between 1931 and 1933 had enabled the maintenance 
of an artificial prosperity, which collapsed in 1934. Many lending 
concerns, banks, trust companies, real estate companies and in- 
dividuals found themselves with loans secured by real estate 
for which there was no market. Business reorganizations and 
failures in Shanghai rose sharply. The monthly average of 
reorganizations in 1933 was 5.08, by 1934 it was 107.50, and for 
the first six months of 1935, 155.17. The monthly average num- 
ber of failures was 17.83, 30.50 and 41.67 for 1933, 1934, and 
1935, respectively. The number of new buildings constructed in 
the International Settlement fell from 8,699 in 1931 to 4,571 in 
1934, while the assessed value of these buildings fell from 
Ch.| 64,466,532 to 127,600,350. The general index of wholesale 
prices in Shanghai (1926==100) declined from 126.7 in 1931 to 
97.1 in 1934. The foreign trade of Shanghai amounted to 
Ch.$ 1,428,510,650 in 1931; in 1934 it was Ch.| 868,385,264. 
The Shanghai Stock Exchange did 10,650,892 shares of business 
during the first half of 1934 compared with 4,429,710 shares 
during the first half of 1933, but this increase was due to in- 
tense speculation caused by the rise in rubber shares and increas- 
ing uncertainty over the future of Chinese currency. 

The British colony of Hongkong was experiencing an even 
more serious crisis than Shanghai. A continuous decline in trade 
was accompanied by a fall in the price of shares.-^ Moreover, 
Hongkong, still adhering to the silver standard, was seriously 
out of equilibrium with China, to which she had always been 
tied. Shanghai's acute shortage of money was making it difficult 
to obtain funds even at 20 per cent and to remit one hundred 
dollars to Hongkong in Hongkong currency was costing Shang- 
hai $124. This disparity in exchange interfered with Hongkong’s 
entrepot trade between North and South China. In May 1935 
the official rate of exchange of the Hongkong dollar rose from 
2s. l^d. to 2s. 6d., with business done at 2s. 7d. A year earlier 

20 With the exception of the Hongkong & Shanghai Banking Corporation and 
the leading insurance companies For the twelve months ending March 31, 1934, 
imports weie Hk.f 463 9 million as compared with Hk$ 586.1 million for the 
previous year, while exports dropped from Hk$ 450 2 million to Hk.? 357.2 
million. 
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it had been Is. 4^d. Since the Chinese dollar was out of all 
relation with the Hongkong dollar (which stood at 54 — a pre- 
mium of between 40 and 50 per cent), Canton buyers sought 
their requirements in Shanghai rather than in Hongkong and 
were relying more upon internal products or upon those of 
Japan. The importance of maintaining Hongkong’s entrepot 
trade was indicated by the report of the Economic Commission 
appointed by the governor of Hongkong in June 1934 to study 
the economic situation. It inquired into the causes of the trade 
depression and concluded that Hongkong’s raison d'etre was the 
entrepot trade of South China. The Commission therefore op- 
posed any departure from free trade, although they did favor 
coming to an understanding with China which would enable 
Hongkong to have free preferential entry into China in respect 
of goods manufactured within the Colony. Nothing concrete, 
however, was done at this time to alleviate the situation. 

Anglo-American versus Anglo- Japanese Co-operation 

In Great Britain unofficial debate of British policy at this 
time largely centered around Anglo-American versus Anglo- 
Japanese co-operation.^^ At a discussion held at the Royal Insti- 
tute of International Affairs in the summer of 1934 both posi- 
tions were presented. Professor G. C. Allen urged a friendly 
and sympathetic attitude and policy toward Japan on the ground 
that the prosperity of both countries rested on greater freedom 
of international trade. Mr. C. V. Sale, chairman of the Japan 
Society, maintained that the future of British trade and industry 
would greatly depend on the extent to which Great Britain could 
co-operate with Japan in raising the standard of living in the 
densely populated regions of the East. He described the lapse 
of the Anglo-Japanese Alliance in 1922 as “a calamity for both 
nations and for the peace of the world” and claimed that it had 
driven Japan into isolation. Professor Zimmern, one of the 
leading advocates of Anglo-American co-operation, retorted that 
the end of the Anglo-Japanese Alliance did not drive Japan into 
isolation. On the contrary, it had resulted in '‘the concert of 

21 The Anglo-American groups usually were also pro-League of Nations, though 
emphasis was placed on the desirability of acting with the United States rather 
than on the necessity of acting through the League of Nations Discussion on the 
Far East fell under these two headings, but two separate and distinct schools 
of thought consciously debating the issue did not exist as such. 
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Four Powers/' and it was the breach of the Washington Treaties 
by Japan which had brought about her isolation .22 

The Round Table also entered the discussion. The issue of 
June 1934 pointed out the fundamental changes which had 
taken place in the relations between the Western Powers and 
China and discussed past, present and possible future British 
policy. It pointed out that the old questions of extraterritoriality 
and the status of Shanghai had disappeared from the forefront 
of the scene. Now it was “growing more likely that the ultimate 
loss by the westerners of their privileges will come rather from 
Japanese than from Chinese pressure.”-^ This did not mean, 
however, that a policy of resistance to Japan was advocated. 
Instead international co-operation including Japan was urged 
as the most desirable means of developing China’s potentialities 
as a market for British goods and as a field for capital investment. 
In the Amau Declaration, the author of this article found, not 
a bar to securing Japanese co-operation for such a scheme, but 
rather the suggestion that her participation with other countries 
was possible. 

Another Round Table article clearly and unequivocally ad- 
vocated Anglo-American co-operation. It held that Britain was 
unable to stop Japan by unilateral action since she could not 
make her power effective beyond the Straits in the Far East. Her 
Yangtze trade and Hongkong were “hostages in the hands of 
Japan.” The central question, therefore, which is being asked 
in the Far East today is “will the United States and Great 
Britain stand together?” Such a combination could, especially 
with Russian support, “easily frustrate Japan’s larger ambi- 
tions,” though Japan and her home waters could not be at- 
tacked or entered. In the United States, however, isolationist 
sentiment was stronger than ever and Great Britain, increas- 
ingly pre-occupied with Europe, could not act in the Far East 
except in concert with the United States “and after the experi- 
ence of the last fifteen years she has lost confidence that the 
United States will enter into any specific obligation or will take 
action rapidly and decisively.” This explained why “the present 
British Government has never been at pains to conceal from 
Japan that it was not really so very hostile to the Manchoukuo 

22 G. C. Allen, “The Political and Economic Position of Japan,” International 
Affairs, July -An gust 1934 

23 “China and the World Depression,” Round Table, June 1934, p. 535. 
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adventure, that it does not wish to join in any combination 
against her and that, if possible, it is anxious to be friends with 
her. . . . The British Foreign Office, convinced that no definite 
obligation will be undertaken by the United States, has not 
varied from its determination not to form part of an Anglo- 
American front against Japan even though it is Japan who is 
proposing to tear up the Washington Treaties.” There was, 
however, “clearly no passable road in the direction of a special 
understanding with Japan,” for this could only be bought at the 
price of the destruction of the Washington principles, China’s 
integrity and the Open Door. Such action would be unfavorably 
received in the United States and in the Commonwealth, as well 
as hurt British prestige throughout the world. “Great Britain 
cannot embark upon any active policy which may induce Japan 
to use force by herself, beyond the line Singapore-Borneo-New 
Guinea-New Zealand.”^^ 

As usual, the Economist was pro-League and pro-American, 
but, at the same time, it stressed the fact that the economic de- 
velopment of China presented “the greatest opportunity ever 
offered for international collaboration.” While it opposed grant- 
ing “Japan a free hand to exploit for her own benefit the 
resources of China,” it did favor an understanding with Japan 
through the League of Nations.^^ 

The arguments of the pro-American group were strengthened 
by Japan’s denunciation of the naval treaties. Lord Lothian 
warned that war might result from the failure of the Washing- 
ton signatories to act together if it enabled the Japanese military 
party to fulfill its ambitions. As for the belief held by some that 
Great Britain should come to terms with Japan, the country 
“best able to damage her vital interests in the Far East,” Lothian 
held the view that such was “a feeble and delusive policy.” The 
only condition upon which Japan would guarantee British inter- 
ests and possessions in the Far East would be a condition which 
would reduce Great Britain to dependence on Japan. Britain 
should not repeat the “mistake” of 1932, of driving the United 
States back into isolation, for “together we can succeed; divided 
we are each impotent.” More concretely he suggested a policy of 
actively supporting and assisting China. Although he claimed 
to be in no way hostile to Japan and expressed the belief that 

24 ‘‘Power Politics m the Pacific,” Round Table, December 1934, pp. 10-15. 

25 Economist, May 19, 1934. 
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Japan ought to have a predominant influence in the Far East, he 
added the basic qualification, “if she follows the line of good-will 
and moderation.”^® 

Such views, however, did not meet with unanimous approval. 
Admiral Sir Sydney Fremantle denied that Anglo-American 
co-operation would make it possible, if necessary, to suppress 
Japan. “Nothing of the sort was the case.” In the first month of 
war, Hongkong, the garrisons at Shanghai and Tientsin, the 
China trade and British prestige in the East would have been 
destroyed. “That was a thing that could not be contemplated 
and no assistance from the United States, in the remote possibil- 
ity of their coming in, would be of the smallest value.” Great 
Britain should be friends with everybody and take no hostile 
action until her own honor or material interests were threat* 
ened. Great Britain need not fear Japan unless she interfered 
in matters which did not concern her.-'^ 

The increased pace of Japanese activities in China in 1935 
aroused correspondingly more interest and concern in Great 
Britain. Sir Frederick Whyte and other adherents of the Anglo- 
American school insisted that Great Britain must take a more 
active stand in support of China and in collaboration with the 
United States. 

If Japan were quite sure that Great Britain and the United States were 
ready to approach the problem of stabilizing the Far East in a spirit which 
showed that they appreciated the true nature of Japan’s own problems, 
the readiness to cooperate with us might begin to appear. And, in the 
immediate future, we may find that the present predicament of China 
will provide the first opening.-® 

Influential voices, like that of Sir Francis Lindley, former 
ambassador to Japan, could still be heard favoring agreement 
with Japan.^^ In January 1935 the North-China Herald, repre 
sentative of British business interests in China, recommended 
“Anglo-Japanese co-operation in developing the backward mar- 
kets of the world.” Commenting on a pro-Japanese speech by 

26 Lord Lothian, “The Crisis m the Pacific,” lnternati07ial Affairs, March-April 
1935. 

2" Discussion following address by Lord Lothian, ibid , pp. 171-3. 

28 Sir Frederick Whyte, “The Far East m 1935,” International Affairs, May 
June 1935. Was this, peihaps, a reference to the coming, though still unan 
nounced, Leith-Ross Mission^ 

28 See discussion following address by Sir Frederick Whyte, ibid. 
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Wang Ching-wei in February, this authoritative journal re- 
marked: 

Great Britain will be the first to recognize the importance of Japan’s 
economic contributions to China’s development. Her own commitments 
may preclude political, but they need not necessarily prevent commercial 
cooperation in the general task of ensuring Far Eastern stability 

The Economist, though still expressing fears (March 1935) 
that Japan was “putting China into her pocket,” was still quite 
willing to allow Japan “a reasonable share” of world trade and 
of the reconstruction of China, on condition that China’s inde- 
pendence and the existing Western interests in the Far East were 
simultaneously secured. If Japan refused these terms, “concerted 
and determined resistance” should be taken.^^ 

The Federation of British Industries Mission to Japan and 
Manchukuo 

Britain’s actual policy during 1934 and the early part of 1935 
approximated the desires of the Anglo- Japanese co-operation 
group but, at the same time, attempted to increase British par- 
ticipation in China’s economic reconstruction and to rehabilitate 
Britain’s diplomatic position at Nanking. 

The outstanding attempt to achieve Anglo- Japanese co-opera- 
tion was the dispatch of the Federation of British Industries 
Mission to Japan and Manchukuo, which took place in October- 
November 1934.^^ It was to study conditions in Manchukuo and 
to ascertain whether British industry could co-operate with local 
interests in its development.^^ The Mission was also charged with 
the task of paying a short visit of courtesy and good will to Japan, 
with the object of establishing friendly contact with representa- 
tive organizations of Japanese industry and commerce. The 

^^North-China Herald, January 16, 1935, February 27, 1935. 

Economist, March 23, 1935. 

32 Times, August 10, 1934. 

The personnel of the Mission consisted of Colonel Lord Barnby, past president 
of the Federation of British Industries, Sir Charles Sehgman, senior director of 
Seligman Brothers, Ltd., bankers, Sir Guy Locock, director of the Federation of 
British Industries, and Mr. Julian Piggot, representing the British Iron and Steel 
Federation. 

33 The London Times* comment of August 10, 1934, on the F.B I. Mission is in- 
teresting in this connection. “Naturally, the circumstances being what they are, 
British enterprise in Manchukuo will fare the better the more it is able to work in 
friendly cooperation with the Japanese. ... To promote a better understanding 
between British and Japanese industry may well have valuable results over an area 
much wider than Manchukuo or even the whole of the Far East.” 
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Mission, which was regarded in some quarters in Japan as a 
possible preliminary to British recognition of Manchukuo and 
as a move toward a general world-wide Anglo- Japanese rap- 
prochement, was warmly received there.^^ It consulted with the 
outstanding financial, industrial and commercial leaders of 
Japan and Manchukuo. The chairman, Lord Barnby, as a result 
of meetings with the Manchukuoan authorities, received written 
assurance that “the principle of British collaboration in the 
development of Manchukuo was definitely accepted.” The Mis- 
sion considered this assurance justification enough for its visit. 
It was also able to report that an agreement had been reached 
with regard to the supply of steel products to Japan and Man- 
chukuo during 1935.^^ 

The Mission also published its views on Manchukuo: 

We do not propose to express any opinion of the events which led up 
to the foundation of the new State of Manchukuo. Our task was to form 
an appreciation from the business point of view of present conditions 
The inhabitants of Manchukuo enjoy an increasing measure of security 
and ordered government They are free from depredations and exactions 
by the military. They are subject to a reasonable system of taxation which 
is fairly administered, and they have the advantage of a sound currency. 
Plans are being laid, and are being executed, for improvements in trans- 
portation, communications, inland navigation, flood control, sanitation, 
hospitals, medical training, and the provision of school buildings hitherto 
lacking From this it is easy to visualize the scope which Manchukuo offers 
as a market for industrial products. 

A modern State is in process of creation. Although difficulties still lie 
before it, we believe that they will be overcome and that economic pros- 
perity will gradually be achieved to the benefit of Manchukuo and of the 
trade of other countries. 

The Economist^ usually favorable to trade missions, com- 
mented: 

The economic advantage which Great Britain may expect to derive 
from this F.B.I. Mission is less easy to discern than the political advan- 

s^The information on the FBI. Mission has been taken fiom the Report of 
Mission to the Far East, August-November 1934. 

These orders never materialized. 

Manchukuoan- Bnttsh Trade Relations 1934-1936 
(m 1,000 yen) 

1934 1935 1936 

Imports from England . ... 9.299 9,485 7,410 

Exports to England . . . 16,190 24,231 27,521 

Total . 25,488 33,989 34,940 

Complied from Manchuna Economic Year Book, 1938 (Japanese edition). 
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tage to Japan For the Japanese, the FBI Mission offers an opportunity 
of obtaining what may be called “a semi-official British recognition” for the 
de facto regime which Japan has illegally set up in Manchuria.^® 

British Boxer Indemnity Funds 

The F.B 1. Mission, though fruitless in itself, did not end 
British efforts to obtain Japanese co-operation. At the same time, 
however, Britain was attempting to strengthen her position at 
Nanking and was increasing her participation in China s eco- 
nomic reconstruction. The use of remitted Boxer Indemnity 
funds provided the main opportunity for this. 

In accordance with the Indemnity Agreement of 1930, the 
National Government of China had promulgated regulations for 
the constitution of the Board of Trustees on March 28, 1931.^'^ 
The Indemnity Funds were apportioned in the following 
manner: 

Railways 

Huai River Conservancy 40 per cent of 

Pearl River Conservancy 20 per cent of 3^ 

Yellow River Conservancy 13.33 per cent of 

Ministry of Industries 13 33 per cent of 

National Construction Commission. . . . 13 33 per cent of H 

When the Board of Trustees began to function, funds held in 
London amounted to £3,442,131 plus interest, while the sum 
still receivable until 1945 aggregated £7,744,416, making a total 
of £11,186,547. Of this amount £3,872,208 was to be paid to a 
purchasing commission in London for the acquisition of ma- 
terials in Great Britain, while an equal amount was to be paid 
to the trustees in China. The interest derived from the invest- 
ments in railway construction, river conservancy and electrical 
and mechanical works was to defray the cost of educational and 
cultural purposes.®^ Actual use of the funds began in 1933 and 
increased in 1934 and 1935. 

The outstanding undertaking was the advance in July 1934 
of £1,500,000, at the rate of 6 per cent redeemable by January 1, 
1947, for the completion of the Canton-Hankow Railway. Loans 
were also made for the construction and rehabilitation of other 

Economist, August 18, 1934. See also November 3 and 10, 1934. 

37 Before the Commission was duly appointed, two small advances were made by 
agreement between the British and Chinese Governments in 1930, when £40,000 
was advanced for the construction of a new Foreign Office building in Nanking, 
£20,000 for a British hospital m Peking and £500 for administrative expenses. 

33 In 1931, £265,000 was paid to the University of Hongkong for the education 
of Chinese students, and £200,000 was granted for the maintenance of Chinese 
students in London. 
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railways, including the Nanking-Pukow railway ferry, the 
Kiaochow-Tsinan, the Tientsin-Pukow, the Hangchow-Kiang- 
shan, the Lunghai and the Shanghai-Hangchow-Ningpo rail- 
ways. In addition, funds were made available for public works 
and utilities (including electrical works, conservancy, radio, tele- 
graph, and telephone), and for industrial and commercial de- 
velopment (including the sanctioning of the expenditure of 
£400,000 by the China Merchants’ Navigation Company for the 
purchase of four ships from England). 

The accumulated interest derived from these loans, amount- 
ing at 5 per cent per annum to Ch.| 1,646,200 by July 1934, was 
allotted for educational and cultural purposes. Among the bene- 
ficiaries of the allotments were the Central Museum, the Cen- 
tral Library, the Academia Sinica, National Peiping Institute, 
National Wuhan University, Chekiang University, Nankai Uni- 
versity, the College of Medicine in Shanghai and the Sino- 
British Cultural Association. In addition, scholarships were 
made available for study in England. 

The use of the Boxer Funds helped finance the sale of Brit- 
ain’s capital goods, especially railway supplies. In the period 
1930-4, China purchased railway supplies to the value of 110 
million yuan, of which 26 per cent came from Great Britain as 
against 18 per cent from the United States and 10 per cent each 
from Belgium, Germany and Japan.^^ By 1935 the purchasing 
commission in London had spent £3,000,000. 

Private British interests also showed renewed interest in the 
possibilities of sharing in China’s economic development. For 
example, in 1934 the Shanghai-Hangchow Railway 5i/2 Per Cent 
Loan of Ch.$ 16,000,000 was proposed by the China Develop- 
ment Finance Corporation jointly with the British and Chinese 
Corporation, Ltd. for the completion of the line from Hang- 
chow to Ningpo. The unfavorable turn in the Shanghai money 
market, however, prevented the flotation of the loan. Successful 
Sino-British railway financing did not come until 1936. 

Although Britain’s main activity in China at this time was 
railway reconstruction and rehabilitation, China’s increasing 
financial and economic difficulties, and their dire effects on 
British interests, resulted in proposals for direct financial aid to 

59 In 1935 Germany’s sales of railway mateiials to China (1,686,788 Gold Units) 
weie slightly larger than those of Great Britain (G.U. 1,644,300). In 1934 the 
Yuping Railway 6 Per Cent Loan of Ch | 12,000,000 was raised jointly by a syndi- 
cate of German industrialists (headed by Otto Wolff) and Chinese banks for the 
construction of the Yushan-Pinghsiang Railway. 
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the Nanking Government. The British Government, in the early 
months of 1935, entered into conversations with the govern- 
ments at Washington, Paris and Tokyo with a view to obtaining 
their co-operation in granting assistance to China. The British 
Government did not indicate the exact nature of this contem- 
plated aid, but it was widely assumed that an international loan 
was intended. While the United States indicated that it was 
sympathetic, the Japanese Government vetoed the loan, seeing 
in it an attempt to checkmate a Sino-Japanese entente. On 
March 6, 1935, Mr. M. Shigemitsu, vice-minister for foreign af- 
fairs, stated the Japanese position on foreign loans to China: 

1. The improvement of Smo-Japanese relations contributes much to 
the maintenance of peace and order in the Orient. It also has a great bear- 
ing upon the stimulation of world peace Therefore, there is no reason 
whatsoever for it to be looked upon with suspicious eyes by Britain, the 
United States and other Powers 

2. The rapprochement between Japan and China was brought about as 
the result of the mutual discovery that there is a perfect concurrence be- 
tween the Greater Asia doctrine of the late Dr. Sun Yat-sen and the 
Oriental doctrine of the Japanese people. In other words, Japan and China, 
as two good neighbors, are now returning to their normal relationship. It 
IS no matter for other Powers to make intervention, and we hope they 
will maintain a calm attitude until they see what Japan actually does. 

3. Japan’s plan to give economic assistance to China is, after all, no 
more than the attempt to make cooperation with China in China's efforts 
to accomplish economic recovery For that purpose, Japan is ready to give 
assistance in men and materials. At the same time, Japan aims at the 
enhancement of trade between the two countries, which will assist largely 
in bringing normal recovery. 

4. Japan has so far not received any overtures from China regarding 
loans and she has no intention at present to give consent to any such 
proposals, but there may be room for consideration if China approaches 
Japan with a request for loans which will be used for recovery purposes 

5. The United States^ is advocating joint investments in China through 
the Four Powers Consortium of 1920, but it is a well-known fact that the 
Consortium since its inception, has never been utilized. It is not too much 
to say that it has been in existence in name only. China, herself, is opposed 
to getting assistance from the organization. Therefore Japan cannot help 
opposing the plan of joint investments in China. It is another question 
however, that the Powers make investments in China individually which 
carry no political meaning 

6. Japan will flatly refuse to participate in a discussion to give inter- 
national economic assistance to China, as such a step will be tantamount to 

The emphasis in this statement on the American role in the international loan 
is interesting since Britain had taken the initiative in the loan negotiations. (See 
London Times, June 10, 1935.) 
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making China a colony of the senior Powers Only when the Powers make 
negotiations individually for the giving of assistance to China, Japan will 
gladly take part.^^ 

In the face of this Japanese opposition, the British Foreign 
OfHce disclaimed any intention of promoting an international 
loan. Three weeks later the House of Lords was informed that 
China had originally inquired whether Great Britain would 
support her by means of a loan, but that the British Government, 
after sympathetic consideration, had come to the conclusion 
that the projected scheme oiffered no real and lasting solution of 
China’s difficulties.^^ This acceptance of the Japanese position 
was the last occasion on which Britain allowed her desire for 
Anglo-Japanese co-operation to obstruct her desire to act in 
active support of her position in China. Japan’s co-operation 
was henceforth requested but her refusal — for instance, when, 
despite her expressed willingness to consent to individual nego- 
tiations, she objected to the Leith-Ross Mission, a clear example 
of individual aid — no longer acted as a veto. 

Britain’s growing interest in China’s economic position, 
coupled with increased activity in her economic reconstruction 
and aid to her cultural and educational institutions, helped to 
reverse the doTvnward trend of Britain’s popularity and prestige 
in that country. Britain further improved her diplomatic posi- 
tion at Nanking by the agreement over the Yunnan-Burma 
border. The long-standing dispute (since 1897) over the border 
at Panhung moved toward a settlement when notes were ex- 
changed at Nanking on April 9, 1935, by Wang Ching-wei and 
Sir Alexander Cadogan, agreeing on the formation of a joint 
boundary commission of five, two to be appointed by each side 
and a neutral commissioner to be appointed by the president of 
the Council of the League of Nations.^^ 

41 China Year Book, 1935, pp. 1S6-7. 

42 Statement by Earl Stanhope, Parliamentary Debates, House of Lords, April 3, 
1935, Vol 96, col. 557. 

43 The complete texts of the notes may be found in the China Year Book, 1935, 
pp. 148-9. 

Another step m the rehabilitation of Britain’s position at Nanking was the final 
settlement of the British Concessions in Hankow and Kiukiang, which had been 
retroceded to China m 1927. By the exchange of notes late in 1934 (published in 
March 1935) between the Chinese Foreign Office and Sir Alexander Cadogan, the 
agreements of Maich 1861 and August 1898, which had granted the concessions, 
w^ere considered as having been canceled In return, the annual land tax to be 
paid by former holders of British Crown leases m the Hankow and Kiukiang 
districts, was to remain at the existing rate for the time being. 
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By the summer of 1935, British diplomacy in China was on 
the threshold of a new policy. Since it was now recognized that 
Britain’s position depended on an independent Nanking and 
since failure to obtain Japanese co-operation had been accom- 
panied by Nanking’s increasing subservience to Japan, it was 
necessary that individual assistance be given to China to relieve 
her economic crisis and thus strengthen her vis-a-vis Japan. 
China’s economic difficulties were both the immediate reason 
and an excellent opportunity for carrying through such a policy. 
The Leith-Ross Mission marked this shift in British policy which 
came just at the time when diplomatic crises were beginning to 
give way to slowly but surely spreading war. In the fall of 1935 
came the Italian invasion of Ethiopia, and the FIoare-Laval 
fiasco followed by the failure to apply sanctions decisively. In the 
spring of 1936 the Rhineland was remilitarized, dealing a death- 
blow to the Locarno treaties. Hard upon the heels of this crisis 
came the civil war and intervention in Spain, and the formula- 
tion of the non-intervention policy of M. Blum and Mr. 
Chamberlain. 

The Leith-Ross Mission 

The dispatch of Sir Frederick Leith-Ross, Chief Economic 
Adviser to the British Government, to the Far East was an- 
nounced on June 10, 1935. He was to visit China “in order that 
his expert advice may be available to His Majesty’s Government 
for the purpose of discussing with the Chinese Government and 
with the other Governments concerned the problems to which 
the present situation gives rise.”^ The proposed visit received 
much comment. For example, the Round Table, in a searching 
article in the September 1935 issue, indicated what it considered 
to be the reason for the visit. China’s integrity was gone and with 
it had gone “the Washington corollary — the Pacific balance of 
power,” “A new theory and a new policy will have to be discov- 

^ Foreign Office announcement, London Times, June 10, 1935. 
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ered to meet the changed conditions of 1935. . . . The new Far 
Eastern situation can best be expressed as the new position of 
Japan.” Japan was getting complete control over China and was 
now in a position to bring “almost irresistible pressure to bear 
upon Chiang Kai-shek.” The financial crisis had made the 
problem prominent again and had resulted in discussions of a 
possible British initiative in extending foreign credits to China. 
“In this connection Sir Frederick Leith-Ross has left England 
upon a visit of investigation to the Far East in behalf of the 
British Government.” Japanese co-operaton was to be sought 
and could be obtained in the long run because of Japanese need 
for British capital, even though “Japanese policy and Japan’s 
new position in China have today become a source of danger to 
the British trading and investment stake there.”^ 

Mr. George E. Taylor wrote in Pacific Affairs: “Few have been 
blind to the purpose of the Leith-Ross Mission and its attempt to 
safeguard the interests of British bondholders and preserve what 
remains of British financial hegemony in China, not only against 
Japan but against the United States.”^ Most of the commen- 
tators, although disagreeing on the basic motives of the mission, 
agreed that more than mere discussion with the Chinese Govern- 
ment was intended. 

The British Government requested the American, Japanese 
and French Governments to take action similar to their own, 
but the invitation received no response. There are indications 
that the Mission was viewed with favor by people close to the 
American State Department, but officially the relations of the 
Mission with the United States were cool. Sir Frederick chose 
to go to the Orient via Canada, although Sea'etary Hull issued 
an “open invitation” to him to stop at Washington. The Mission 
did not go to the United States but it did stop at Tokyo, where 
it met representatives of the Japanese Government. There Sir 
Frederick’s proposals for joint action were declined. In the 
Japanese press the visit and rumors of a proposed loan were 
openly condemned. Said Asahi: “Japan holds the view that Japan 
should not cooperate in China on an equal footing with Great 

2 “Japan in China. The Far Eastern Problem/’ Round Table, September 

1935, p. ep. 

s G. E. Taylor, “The Powers and the Unity of China,” Pacific Affairs, December 

1936. Asiaticus has made a similar analysis stressing the rivalry between the United 
States and Great Britain in “The Financial Cutting Edge in the Partition of 
China,” Pacific Affairs, June 1936. 
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Britain and the United States. Japan should consider coopera- 
tion only when she is recognized as being in a position of 
leadership.’’^ Nichi-Nichi wrote: '‘To do anything important in 
China without Japanese understanding will be hopeless to at- 
tempt for Great Britain, because this will be attended by great 
risk and uncertainty.”^ The Japanese press reported that the 
Japanese authorities had demanded not only British recognition 
of Japanese supremacy in China but also British agreement to 
the open door for Japanese trade and capital within the British 
Empire.® Nevertheless, the Japanese, faced by Britain’s unyield- 
ing determination, did not raise any formal objections to the 
Mission. 

Sir Frederick arrived in Shanghai on September 21, 1935, to 
discuss the situation with the Chinese bankers and was joined 
by Mr. E. Hall Patch of the British Treasury and by Mr. C. 
Rogers of the Bank of England. It was at this time that the 
Chinese Government announced decrees on currency stabiliza- 
tion and the nationalization of silver.'^ The role which Sir Fred- 
erick played in this move was not publicly known but Mr. 
Leonard T. K. Wu’s statement in the Far Eastern Survey, that 
“it is practically certain that he [Leith-Ross] acted as the tie 
between the sterling bloc and China on the one hand, and be- 
tween official London, Tokyo and Nanking on the other,” was 
typical of the common opinion.® Sir Frederick himself main- 
tained that Nanking was solely responsible for the new policy, 
the success of which would benefit both British and Japanese 
trade. 

The Japanese voiced bitter resentment at China’s action and 

^ Quoted in “Japan in China. The New Far Eastern Problem/’ Round Table, 
September 1935. 

® Quoted in H. B Elliston, “China Dethrones Silver,” Foreign Affairs, January 
1936. 

® It was generally supposed in Japan that Sir Frederick was engaged in a scheme 
for floating a £50,000,000 loan, with the co-operation of the British Government, 
to be secured on the Chinese Government’s railway revenues 

All silver coins in banks and in arcuiation were nationalized and the notes 
issued by the Central Bank of China, the Bank of China and the Bank of Com- 
munications were made sole legal tender All obligations, including former debts 
and also taxes, could be discharged in the new money. Foreign exchange rates 
were stabilized at a basis of Is. 2 i/ 2 d. (average for the past five years) and the three 
government banks were ordered to sell and buy any amount of foreign moneys at 
i/gd, below and i^d. above the basic rate of Is. The export duty on silver was 
raised from 14i/^ per cent to 65 per cent 

® L. T. K. Wu, “China’s Monetary Dilemma,” Far Eastern Survey, December 4, 
1935. 
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what seemed to be Britain’s role. The Japanese War Minister 
announced: '‘that China should suddenly take such a course 
without consulting Japan can only be interpreted as a complete 
lack of interest on the part of China in improving her relations 
with Japan. The army will take no action at once, but, when 
the time comes, it will not hesitate.”^ “If this is true,” ran a Japa- 
nese War Office communique of November 9, 1935, “the leaders 
of the Nanking Government cannot escape criticism for selling 
their country to foreigners for their own aggrandizement. Japan, 
as a stabilizing influence in the Far East, cannot overlook any 
attempt on the part of Great Britain to place a semi-colonial 
China under the domination of British capital. 

The available evidence indicates that the currency scheme 
was drawn up before the arrival of Sir Frederick Leith-Ross, 
but it is clear that it was the support given to it by the British 
Government that guaranteed its success. On November 4, the 
very day the financial reform became effective, the British am- 
bassador issued an order-in-council prohibiting British subjects 
from making payment in silver of any debt or other obligations, 
and making the offender liable to imprisonment with or without 
hard labor for a period not exceeding three months, or to a fine 
not exceeding £30, or to both.^^ The readiness with which the 
British banks transferred their silver stocks to the custody of 
the new currency Reserve Board contrasted sharply with the 
refusals of the Japanese banks to take similar action.^- Britain’s 
prestige and influence at Nanking had now been definitely re- 
established.^^ 

Sir Frederick Leith-Ross on June 23, 1936, preparatory to his 

^ Quoted in “Japan Moves On/’ Round Table, March 1936. 

10 Quoted in Survey of International Affairs, 1935, p. 323. 

The action did much to help a situation that might have been greatly com- 
plicated by the extraterritorial rights enjoyed by many British residents and insti- 
tutions. The existence of the extraterritorial rights and special privileges and the 
special position enjo)ed by foieign banks had been generally regarded as a great 
obstacle to the introduction of any form of monetary control 

12 The Japanese banks did not hand over their silver stocks to the Nanking 
Government until the spring of 1937. 

13 On November 9, 1935, Hongkong prohibited the export of silver, and on 
December 5, 1935, a Currency Ordinance was passed, calling in silver com from 
circulation and setting up machinery to control the exchange value of the Hong- 
kong dollar. This machinery consisted of an Exchange Fund, with power to buy 
and sell foieign exchange, which took over the silver formerly held against their 
issues by the note-issumg banks, in return for certificates of indebtedness against 
which the Fund was permitted to hold silver or foreign exchange. 
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departure, issued a detailed statement outlining the future 
trends of British policy as well as the aims and accomplishments 
of his mission. 

His Majesty’s Government in the United Kingdom sent me out to ex- 
amine the financial and economic difficulties of China and the possibilities 
of our assisting her, in conjunction with the other Powers interested, to 
overcome these difficulties ... It had been the hope of my Government 
that the USA, Japan and France would appoint experts to collaborate 
with me, but this did not prove possible. However, an important Economic 
Mission from the United States recently visited China and I have found 
their report of great interest I have maintained contact with the Japa- 
nese Government representatives and bankers here and have paid two 
visits to Tokyo so as to obtain first-hand information of the views of the 
Japanese Government . . . 

The first question to which my attention was directed was naturally the 
position of the currency ... I did not bring any cut and dried scheme 
out with me to ‘‘put over” the Chinese Government. There were several 
possible alternatives, and the decision between them, depending as it did 
largely on Chinese psychology, could only be taken by the Chinese Gov- 
ernment I was examining the situation with a view to the preparation of a 
detailed programme with adequate safeguards and, if possible, with inter- 
national support But before any such scheme could be devised, the 
exchange market became dangerously weak and the Chinese Government 
decided to adopt an inconvertible managed currency on the basis of their 
own resources 

I had no responsibility for this bold step, but I have of course closely 
followed the situation and I have no hesitation in saying that the action 
taken has been fully justified by the success which it has achieved. . . . 

Confidence in the currency is growing. But much has still to be done 
before it can be solidly assured as a basis for long-term trading and in- 
vestment plans. 

For example, it was necessary ‘To carry through efficiently 
the programme of internal reforms including especially the 
reorganization of the Central Bank and the reform of the 
Budget.’' 

The currency reforms would stimulate trade, he said, and 
added, 

I have dealt at length with the currency position because financial 
security is the basis of trade. Erratic exchanges and contraction of credit 
strangle enterprise. The currency reform has laid the foundation for an 
increase of trade activities. But the export trade could still be further 
stimulated if the burden of local taxes, inter-port duties and export duties 
could be reduced and if the standards of production, manufacturing and 
handling could be improved. It rests with the Chinese themselves to pro- 
mote exports by such means. 
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Closely related to the trade problem and o£ great importance 
to British interests was the tariff question. Sir Frederick urged a 
downward revision so far as this was possible without reducing 
revenue. He ended this plea with a reference to the Maritime 
Customs, in the administration of which the British had always 
had predominant influence. 

The Maritime Customs is the basis of Chinese Government credit, and 
It is in the first interests of China both to maintain that service in all its 
traditional efficiency and to adjust the tariff so as to secure the maximum 
revenue. 

Britain, he maintained, could profit greatly by the new de- 
velopments in China, especially since the Chinese were showing 
a marked willingness to co-operate with the British in making 
this possible. 

The development of China will require the importation of much capital 
goods and this is probably the most promising field for British exports. 
. . . In the past the United Kingdom has done much to develop the 
railway system of China, but unfortunately many of the loan obligations 
thus incurred have not been fully met. . . . The national Government 
appear genuinely anxious to settle outstanding obligations, within the 
limits of their financial possibilities, and also to remedy the serious defects 
in the administration and management of the railways with a view to 
enabling them to meet their charges It must be borne m mind that 
the defaults are, in the main, a heritage of years of civil strife and social 
disorganization. If a reasonable settlement could be reached in regard to 
these old debts, the way would be open for financing extensions to the 
present railway system, and thus opening vast stretches of country to 
foreign trade. . . . Apart from railway financing, which calls for long- 
term credit, the possibilities of arranging middle-term credit deserve 
exploration. Such credits would be of particular value for financing 
public utility schemes. . . . 

There are also many openings for the investment of private capital in 
properties or undertakings in China. But if investors are to be attracted to 
such ventures confidence must be re-established by abrogating any measures 
that have the effect of discriminating against foreign capital, and, as re- 
gards real estate, by securing that the legal rights of mortgages are fully 
protected. Foreign capital cannot be expected to assist China unless it is 
assured of fair treatment. 

Sir Frederick concluded by speaking of the gi'eat potentialities 
for trade in China and by reaffirming the British desire for inter- 
national co-operation in the task of developing China. “There 
is room for all to assist her in this task.”^*^ 

London Times, June 23, 1936; China Year Book, 1936, pp. 178-80. 
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Subsequent British policy in China was in general accord with 
his recommendations. Just as Japan’s policy had led Great 
Britain to act in support of China, Japan’s activities in China 
during and after the visit of the Mission influenced Great 
Britain to continue support to Nanking. Moreover, British pres- 
tige was now tied up with the success of Nanking’s financial 
program and British interests were becoming more involved in 
China’s economic reconstruction. 

The Leith-Ross Mission had roused great hostility in Japan, 
especially in military circles, and there was friction and ill-feeling 
in Anglo- Japanese relations until the spring of 1937. Japan’s 
spokesmen began to emphasize the necessity of driving out the 
Western powers from China. On September 24, 1935, Major- 
General Hayao Tada, commander of the North China Garrison, 
issued the ‘'Tada Statement” demanding the elimination of 
Western interests in China and the overthrow of the Nanking 
Government, the Kuomintang and Chiang Kai-shek. On Oc- 
tober 28, Foreign Minister Hirota placed before the Chinese 
ambassador to Japan a three-point proposal for Sino-Japanese 
rapprochement, known later as Hirota’s “three principles.”^^ 
Consular and military pressure on Chinese officials in North 
China was increased and Japan’s determination to separate the 
five northern provinces from Nanking’s jurisdiction became evi- 
dent. However, Nanking did not capitulate to Japan. She was 
bolstered up by British support and was under increasing pres- 
sure from a rising anti-Japanese nationalist sentiment, which 
culminated in the attempted assassination of Wang Ching-wei, 
leader of the pro-Japanese clique. The influence of this pro- 
Japanese group began to decline. The inauguration of the “East 
Hopei Autonomous Council” on November 25 was more ef- 
fective in arousing anti-Japanese sentiment than as a step toward 
the “independence” of North China. The Hopei-Chahar Po- 
litical Council, inaugurated on December 18, 1935, was a poor 
substitute for Doihara’s strongly advocated five-province auton- 
omy scheme. Soon thereafter Chiang Kai-shek replaced Wang 
Ching-wei as president of the Executive Yuan, and Wang’s 
cabinet resigned. 

^®As originally presented to China, these were: (1) China must abandon her 
policy of playing off one foreign country against another. (2) China must respect 
the fact of the existence of Manchoukuo. (3) China and Japan must jointly devise 
effective measures for preventing the spread of Communism in regions in the 
northern part of China.” T. A. Bisson, Japan in China, p. 126 
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Smuggling 

The Japanese, however, did not relinquish their aggressive 
North China policy and made repeated efforts — diplomatic, 
military and economic — to thwart Nanking’s new strength. 
Smuggling, which had been carried on under private initiative, 
now became a state policy.^^ British interests were doubly af- 
fected by the existence of smuggling, indirectly by the weaken- 
ing of Nanking’s financial and political position, and directly 
by injuries to duty-paying British trade. 

By the early part of 1935 the activities of the Preventive Secre- 
tariat of the Maritime Customs had succeeded in breaking the 
large smuggling organizations which had been operating m 
North China, and comparatively little was escaping the customs 
authorities. But during the latter part of 1935 '‘the Japanese 
authorities saw fit to take the action which destroyed the founda- 
tion of the work accomplished and rendered all customs pre- 
ventive efforts abortive. 

By the summer of 1936 the situation was entirely out of con- 
trol. The customs staff had remained at their posts, but all their 

The problem of smuggling foreign goods into China had been a seiious one 
foi many years. Increases in import duties after 1928, xvhich had been made pos- 
sible by China's recovery of tariff autonomy, had made smuggling profitable and 
the government was not able to cope with the greatly enlarged smuggling trade 
which soon giew up At fiist smugglers were especially active on the south China 
coast and continued to be a serious problem there, though the center of activity 
shifted to Noith China (See Chen Han-seng, “Japanese Penetration in Southern- 
most China," Far Eastern Survey, November 4, 1936) The Japanese occupation of 
Manchuria gave rise to extensive operations both by sea from Dairen to the 
Shantung coast and acioss the land frontier along the Great Wall Concerned by 
the serious losses of revenue, the government took measures to remedy the situa- 
tion, A Customs Preventive Secretariat was inaugurated m 1931 and began to build 
up an organization for the suppression of smuggling. In 1934, its fleet contained 
twenty-six sea-gomg units as well as many smallei craft The establishment of 
many new coast and frontier stations, the division of the coast into patrols, the 
promulgation of moie stringent regulations (including the establishment of a 
twelve-mile limit m 1934), and other measures enabled the authorities to deal more 
vigorously with the problem Proceeds from fines and confiscations amounted to 
Ch.| 7.9 million in 1934, against Ch 1 6 4 million in 1933, Ch | 3.7 million m 1932 
and Ch$2 7 million in 1931. But the smuggling continued According to the cus- 
toms report for 1934, neaily one-third of the rayon and over one-fourth of the 
sugar imports recorded in that year consisted of confiscated goods In the Chefoo 
district about one-fifth of the volume of impoits and one-third of the revenue 
came from mteicepted cargoes In the Bank of China’s estimate of China's balance 
of international payments for 1934, an allowance of Ch| 154 5 million, oi 15 pel 
cent of the recorded merchandise imports, was made for proceeds from the smug- 
gling trade. 

Report of the Customs Preventive Secretary, issued m June 1936. 
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prerogatives and means of enforcing the laws were taken from 
them. Citing the Tangku Truce as their authority, the Japanese 
authorities had reduced the Customs Administration to a state 
of impotence. Preventive patrols were not allowed on the Great 
Wall at Shanhaikwan and Customs officers within the demili- 
tarized zone had to go without protection against the armed 
Korean and Japanese elements engaged in illegal activities. The 
armed preventive ships had to remain outside a three-mile limit 
from the coast of this zone, and Japanese naval authorities 
informed the custom officials that the latter could be considered 
as pirates and treated accordingly if a Japanese vessel, or an 
unidentified vessel which could be shown to have a claim to 
Japanese protection, was stopped at a point beyond three miles 
from the coast. This rendered all sea work in this area impos- 
sible and futile, since Japanese-owned or chartered vessels, 
which were not obliged by Japanese law to fly their flags or 
carry any mark or emblem denoting their nationality, could and 
did proceed from Dairen to any point on the Chinese coast of 
the demilitarized zone without risk of molestation of any kind, 
and other vessels, including Chinese, had only to avoid carrying 
distinguishing marks and, by thus placing themselves within 
the unidentifiable category, reduced risk of seizure to a 
minimum. 

On land, customs officers, lacking any protection, were brow- 
beaten and violently assaulted. The Japanese consular police 
and other Japanese authorities, even when eye-witnesses to these 
assaults, refused to come to their aid and on occasion the Cus- 
toms Administration was completely humiliated by being com- 
pelled under threats of force to meet demands made by the 
Japanese authorities for redress and compensation for alleged 
illegal action and assault by customs officers, the charges being 
based on the statements of Japanese and Korean smugglers. 
“The results,” wrote the Customs Preventive Secretary, “are 
deplorable. Commercial order has been reduced to chaos by the 
staggering amounts of illicit cargo thrown daily into the area, 
quantities of which are gradually finding their way through the 
media of the railway to other parts of China, undermining trade 
and depleting the national revenue on which China's loan serv- 
ices and credit depend.”^^ 

See China Maritime Customs, The Trade of China, 1935, Introductory 
Survey. 
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The position of the Customs Administration in Eastern Hopei 
was aggravated after March 1936 by the action of the East Hopei 
Autonomous Government in levying its own taxes on the illicit 
cargo landed.^® Here the Japanese gendarmerie, under the con- 
trol of the Kwantung Army, rendered every assistance to the tax 
collectors in '‘persuading” the smugglers to pay the duties. This 
resulted in a truly unique situation. At Nanlichuang, some two 
miles from and in full view of Chinwangtao, an important cus- 
toms port, and at places along the coast near the railway stations 
of Nantassu, Peitaiho, Liushouying and Changli, vessels of all 
kinds could be seen daily discharging vast quantities of sugar, 
artificial silk yarn, cotton and woolen piece goods, kerosene oil, 
sea products, dyes, cigarette paper and many miscellaneous arti- 
cles (including those paying low duty rates) under the super- 
vision of Japanese and Koreans, armed and ready to attack any 
customs officer who appeared in the vicinity. Taxes were col- 


RE VENUE FROM CUSTOMS. 1928-35 
(in Chinese dollars) 




Amount from 

Per cent of 

Total value of 

Per cent of import duty 

Year 

Total 

import duty 

total revenue 

imports 

to total imports 

1928 

128,274,076 

72,446,056 

56 25 

1,863,332,000 

3 35 

1929 

238,109,285 

167,098.564 

70 17 

1,972,083,403 

8 66 

1930 

281,405,583 

211,639,119 

75 21 

2,040,599,446 

10 37 

1931 

385,002.673 

314,686,596 

81 74 

2,233,376,164 

17 24 

1932 

311,976,210 

236,291,686 

75 74 

1.634,726,298 

14 45 

1933 

339.524,490 

265,610.812 

78 23 

1,345,567,188 

25 23 

1934 

334,645.408 

260,215,093 

77 76 

1,029.665,224 

25 26 

1935 

315,519,712 

250,165,356 

79 28 

919,211,322 

27 21 


COMBINED MARITIME AND NATIVE CUSTOMS REVENUE AND 
AMOUNTS THEREOF PAID ON FOREIGN LOANS AND INDEMNITIES 

(in pounds sterling) 


Year 

Total 

Amounts paid on 
foreign loans, etc. 

1927 . 

7,737,726 

7,665,381 

1928 

10,012,913 

7,526,151 

1929 . 

18,191,695 

7,774,180 

1930 . 

15,529,200 

7,762,280 

1931 . .... 

16,062,730 

8,262,460 

1932 

15,457,668 

6,144,797 

1933 . . .. 

16.264,877 

5,291,919 

1934 

. . 17,666.997 

5,066,901 

1935 . . 

18.912,237 

4,910,916 


19 EAST HOPEI GOVERNMENT AND CENTRAL GOVERNMENT TARIFFS COMPARED 
(For three principal articles) 


East Hopei Government 

Article Customs Tariff Tariff 

Sugar (1 bag at 135 ctts.)* . Ch $ 19 70 plus surtax Ch$ 6 

Artificial silk yarn (100 ctts ) Ch $ 72 00 plus surtax Ch.$ 26 67 

Compoy (100 ctts.) . • Ch § 48 00 plus surtax Ch $ 15 


* 1 catty equals 1 H pounds. 
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lected by the East Hopei Tax Office and the goods then were 
transported by carriers, pack-mules, carts and all kinds of con- 
veyances to Chinwangtao and the four above-mentioned railway 
stations, where they were accepted for shipment on payment of 
freight to other places, chiefly Tientsin. At Chinwangtao, 
which was the railhead for illicit cargo from Nanlichuang, the 
Customs made an attempt to exercise control, but the customs 
officers were assaulted and received no protection from the 
police. 

Railway invoices, such as the following statement of arrivals 
at the Tientsin East Railway Station during the period from 
August 1, 1935, to May 6, 1936, indicated the amount of illicit 
cargo, mainly of Japanese manufacture or origin, and its dis- 
tribution through the agency of the railway companies: 

Artificial silk yarn: 95,632 bags at 45 kgs per bag totaled 4,303,400 kgs 
White sugar: 622,081 bags at 90 kgs per bag totaled 559,972 quintals * 
Cigarette paper: 6,407 bags at 20 bobbins per bag and 3 11 kgs per bobbin 

totaled 398,515 kgs. 

Piece goods: 26,023 packages, quality and quantity unknown 
Sundries: 30,329 packages, contents uncertain, but included in this figure 

were 12,692 cases of kerosene oil and 999 cases of gasoline 

* 1 quintal equals 200 lbs. 

During the earlier stages illicit cargo had been confined to the 
high-duty-paying goods, but as stocks of such goods accumulated, 
more kinds of merchandise, e.g., apples, soda water, wine, elec- 
trical materials and even prohibited goods like arms began to 
to find their way in. 

The railway companies did little or nothing to prevent the 
shipment of illicit cargoes. At Tientsin these goods were dis- 
charged and later loaded for shipment elsewhere. By this means 
the area of illicit goods was not confined to Eastern Hopei and 
Tientsin, but also extended southwards along the Tientsin- 
Pukow and Peiping-Hankow lines. The virtual extinction of the 
demand for duty-paid foreign goods throughout the provinces 
north of the Yangtze seemed likely. By May 1936 the Preventive 
Secretary had come to the conclusion that the preventive system 
in the north had been entirely wrecked. 

The illicit trade directly threatened Western as well as Chi- 
nese interests, especially when contraband goods began to find 
their way into the Yangtze region. Hankow business was seri- 
ously affected by the smuggled goods which arrived via the 
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Peiping-Hankow Railway. Rayons, toys, bicycle parts, oleaginous 
products, piece goods, etc. were flooding the Wuhan markets. 
The Hankow Chamber of Commerce petitioned the central and 
local Chinese authorities, demanding that effective measures be 
taken promptly to deal with the serious situation. Even Shanghai 
suffered the effects of the smuggling. Smuggled goods were 
trickling into the Settlement and local companies, unable to 
meet the competition of contraband commodities, were pro- 
gressively losing customers. A survey of the situation was made 
by a representative of the Shanghai Evening Post and Mercury. 
He reported: 

Each office visited was in a flurry of excitement when the reporters 
called, managers and their assistants eagerly unburdening their worries. 
We don’t have any figures, and can’t tell precisely how much smuggling 
is going on, but we do know it’s hell for the legitimate importer, was the 
gist of their introductory remarks. 

Questioned as to the exact type of business affected, they revealed that 
valuable commodities, easily concealable, such as rayon, cosmetics, and 
pharmaceuticals, are the strongest invaders of the Settlement itself, while 
all sorts of foodstuffs in bulk and tins have flooded the interior, along 
with paper, cloth, and manufacturered articles, thus wiping out the trade 
m these commodities that formerly passed through the port of Shanghai. 

The North China Daily News of May 14, 1936, told a similar 
story. Demands from the interior, especially from the north, 
were declining rapidly. In addition the northern markets were 
felt to be so near the saturation point that Shanghai would be- 
come the overflow region for goods smuggled into the north. 
Price differentials between North China and Shanghai brought 
about by the smuggling offered inducements for the illicit goods 
to find their way to Shanghai. Artificial silk, selling in Tientsin 
for Ch.$ 170 a bale, was commanding Ch.| 400 at Shanghai. 
Sugar could be obtained at Tientsin for Ch.| 14.50, while the 
Yangtze valley was paying Ch.f 30. The chief sufferers among the 
foreign commodities in China were British and American kero- 
sene and British sugar. Between May 1 and August 15, 1936, 
there were smuggled in 1,370,000 gallons of kerosene and 170,- 
000 gallons of gasoline, causing the North China business of the 
British and American firms to drop 40 per cent. British sugar 
sales in North China ordinarily amounted to over Ch.$ 20,000,- 
000 a year, but between October 1935 and August 1936 “not one 
pound of legal sugar was sold.” On September 1, 1936, the smug- 
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glers were holding 300,000 bags of sugar in Tientsin, a six- 
months supply for North China. 

Losses in trade were not the only possible injury from smug- 
gling, for “unless there is an improvement in a comparatively 
short space of time not only the integrity of the Customs but 
the whole financial structure will be imperilled.”^^ Although the 
reduction in Customs revenue did not yet jeopardize the service 
of the foreign loans, Nanking’s financial position was injured 
and the prestige and authority of the Customs Administration 
were being undermined.^^ 

The British press in Shanghai sharply denounced Japan’s role 
in the smuggling, rejected all evasions of responsibility and 
clearly indicated its annoyance and anxiety.^^ The British Cham- 
ber of Commerce in Shanghai sent the following cablegram to 
the home government on June 1, 1936: 

Smuggling in North China has assumed enormous proportions. Lost 
revenue April Tientsin Chmwangtao estimated eight to ten millions and 
unless steps taken enable Chinese preventive service function monthly 
loss revenue liable increase. Position seriously jeopardizing foreign loans 
and obligations secured Customs and distribution smuggled goods seriously 
affecting legitimate trade throughout the country. Smugglers are Japanese 
subjects and receive support from Japanese military. Danger of wrecking 
China’s finance and commerce due to assumed deliberate intention Japa- 
nese military achieve this objective.^^ 

In London, Mr. D. G. M. Bernard, the chairman of the China 
Association, the most important organization in Great Britain 
representing British interests in China, addressing its annual 
meeting on May 15, 1936, also condemned the smuggling. The 
London T imes, in less restrained terms than usual when dealing 
with Japan, declared, 

20 Finance and Commerce, May 13, 1936. 

21 The Chinese statements issued at this time exaggerated the damage done to 
the revenues and foreign loans, although not the actual extent of the smuggling 
The weekly loss to the revenue of the Customs Administration at Tientsin was 
placed at Ch $ 2,400,000, but in 1935 the average weekly revenue of the Tientsin 
office was only about Ch $ 787,000. They were technically correct in reckoning as 
losses what revenue would have been if customs rates had been paid on the smug- 
gled goods, but. 85 per cent of these goods had not come into China at all before 
the smuggling began. An authoritative estimate of the actual losses in customs 
revenue in 1936 set the figure at Ch.$ 25,000,000, or 8 per cent of the total col- 
lections in 1935. 

22 Finance and Commerce, April 15, May 13 and June 3, 1936, North China Daily 
News, May 12, 1936. 

23 A similar cablegram was sent to Washington by Mr. James M. Howes, sec- 
retary of the American Chamber of Commerce in Shanghai. 
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The evasive answers of the Japanese authorities to diplomatic protests 
concerning the smuggling in North China indicate that connivance in this 
shoddy swindle is not merely an affair of the local military action, but a 
stroke of government policy.-^ 

The question of smuggling came up frequently for discussion 
in the House of Commons.^^ On May 19 the China Sub-Commit- 
tee of the House met to discuss the problem. Representatives of 
the British Residents Association and the China Association 
were invited to give their views on the situation. After lengthy 
discussions it was decided to offer constructive help to the Chi- 
nese Government for its effective carrying out of the preventive 
measures. 

However, the situation in North China suddenly cleared as 
the result of diplomatic protests by Great Britain and strong 
action by the Chinese Central Government. On May 2, 1936, 
the British Government made representations to the Japanese 
Foreign Office concerning the smuggling. Foreign Minister 
Arita “categorically repudiated” I'eports that Japan was encour- 
aging smuggling in North China or that Japanese military pres- 
sure had anything to do with the weakened sovereignty of the 
National Government in customs matters. He offered, as a 
counter-explanation, the lack of adequate tariff enforcement 
rendered more difficult by a high level of duties and the cessation 
of subsidies from Nanking. The whole matter, he said, was 
really an internal affair of the Chinese Government.-® After 
these diplomatic exchanges, some improvement did take place, 
but more effective was the widely publicized action taken by the 
Nanking Government. The fight against the smugglers in the 
demilitarized zone north of Tientsin was abandoned and instead 
hundreds of emergency revenue guards were dispatched along 
the railways, roads and rivers leading south from Tientsin in 
an attempt to bottle up the illegal imports in the small area of 
Northern Hopei, Chahar and Suiyuan. 

By mid-summer, apparently on a up from Tokyo that the Japanese 
Foreign Office was withdrawing protection from the smugglers, the Chi- 
nese 29th Army broadswordsmen drove the smugglers out of the Central 
Station at Tientsin, and they were never seen again on the Tientsm- 

24 London Times, May 18, 1936 

25 On April 29, May 11, 13, 20, 25 and June 9, 10, 15, 1936. 

26 Rumors were prevalent that Great Britain was discussing with the United 
States and other interested powers (Germany has been suggested) the possibility of 
joint action to check the influx of smuggled goods. 
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Pukow Railway. Illegal imports then dwindled to only 5 per cent of their 
former volume 

The improvement in the situation was, however, only tem- 
porary, for motor trucks replaced the railways as means of trans- 
portation and considerable quantities of illicit goods again pene- 
trated into adjoining provinces. In the spring of 1937, when the 
Japanese civil authorities and some of the military authorities 
lent their support to the Customs Administration, smuggling 
again declined. The outbreak of hostilities in the summer of 
1937 destroyed the gains which had been made, and the illicit 
traffic revived. Smuggling thus remained as a constant irritant 
in Anglo-Japanese relations during the period from the Leith- 
Ross Mission to the war. 

Japan's Policy in China 

Smuggling was not the only method of attack on the Customs 
Administration used by the Japanese for the dual purpose of 
gaining control over North China and coercing Nanking. Japa- 
nese advisers to the Hopei-Chahar Political Council in Peiping, 
who were anxious to obtain financial independence, advised its 
chairman. General Sung Cheh-yuan, to stop the remittance to 
Nanking of the Central Government’s revenues, including the 
customs receipts. The customs officials were ordered to pay 
revenue into the account of the Government in Peiping, but 
Sir Frederick Maze, the Inspector-General of Customs, promptly 
issued counter orders. The Peiping authorities dropped the 
issue. Later in the year the illegal establishment of local offices 
for the collection of a surtax on customs revenue gave rise to 
such wide public protests that it too was given up. 

Other Japanese activities in North China also proved un- 
successful. An attempt to divorce the currency of North China 
from that of the rest of the country by setting up a separate cen- 
tral bank closely allied to the Bank of Chosen failed. Japanese 
pressure for concessions to exploit the resources of Hopei and 
Chahar and to construct public works resulted in evasions or 
unfilled promises.^® Private Japanese interests were only a little 

27 Haldore Hanson, “Smuggler, Soldier and Diplomat,” Pacific Affairs, Decem- 
ber 1936. Another factor in the decline of smuggling in the summer of 1936 was 
the glutting of the North China market, making smuggling temporarily less 
profitable, 

28 Only in the case of air lines did the Japanese receive and operate a concession. 
These were to operate between Peiping and certain points in Manchukuo and 
Jehol. 
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more successful in strengthening their position in North China. 
At Tientsin they obtained a share of control over salt produc- 
tion, important to the Japanese chemical industry. A Sino-Japa- 
nese combine was founded for the purpose of exploiting cotton 
cultivation and the production of wool in North China, but the 
outbreak of war in Suiyuan brought it to a stop. Some gains were 
made in coastal navigation. Thus the attempt to achieve a Japan- 
Manchukuo-North China economic bloc failed. The Hopei- 
Chahar Political Council did, nevertheless, accept Japanese 
diplomatic and economic advisers and in August 1936 the 
former Japanese consul-general in Tientsin was appointed ad- 
viser on foreign affairs. 

Japan’s slight success in Hopei and Chahar compared favor- 
ably with her complete failure in Inner Mongolia, where Gen- 
eral Fu Tso-yi’s Suiyuan troops decisively defeated the Japanese 
puppet. General Li Shou-hsin. The net accomplishment of this 
Mongolian venture was to strengthen anti-Japanese feeling and 
to guarantee the failure of Japanese diplomacy at Nanking. The 
effect on Nanking of the Japanese reversals and the diplomatic 
support of Great Britain was clearly seen in the stiffening of its 
attitude toward Japan. 

Hirota’s three-point program, outlined in September of 1935, 
restated in his speech to the Diet on January 21, 1936, and pro- 
viding for Sino-Japanese ''co-operation,” was the basis of Japan’s 
China policy in 1936.-^ Arita, newly appointed Japanese Ambas- 
sador to China, came to China at the end of February 1936 to 
effect "a fundamental solution of outstanding issues” by means 
of normal diplomatic negotiations. Soon after his arrival he 
initiated a series of conversations with General Chang Chun, 
the Chinese foreign minister. Instead of capitulating, the Chi- 
nese demanded a cessation of Japan’s North China policy and 
Japanese unwillingness to accept caused the collapse of the 
negotiations. 

Arita’s successor, Kawagoe, was even less successful. By inter- 
fering in the North China situation, by flying to Peiping and 
participating in the negotiations with General Sung Cheh-yuan 
concerning economic co-operation in North China, he set off seri- 
ous anti-Japanese demonstrations during the summer of 1936. 
The Japanese then, it was reported, redefined their demands: 

29 For the complete text of this speech, see the Japan-Manchoukuo Year Book, 
1937, pp. 103-8. 



80 


BRITISH RELATIONS WITH CHINA: 1931-1939 


China was to assume responsibility for anti- Japanese activities; 
agitation against Japan was to be suppressed; Japanese inspectors 
were to visit the schools; the Chinese Government was to accept 
Japanese advisers; the customs tariff was to be revised; ‘Joint de- 
fense” against Communism, or the brigading of Japanese troops 
with Chinese, was to be instituted, and Japan’s “special posi- 
tion” in North China was to be recognized. The Chinese Gov- 
ernment met the Japanese demands with counter demands of 
their own: smuggling in North China must cease; the East Hopei 
autonomous area must be abolished; the Tangku Truce and the 
demilitarized zone around Shanghai, created after the Shanghai 
Incident of 1932, must be annulled, and Japanese troops with- 
drawn from North China. The defeat of the Japanese puppet 
revolt in Mongolia strengthened the hand of Nanking and in De- 
cember 1936 the Chinese foreign minister broke off the negotia- 
tions.^® This indication of China’s new confidence was generally 
appreciated and the accumulated effect of British diplomatic 
support in bringing this about was recognized by Chinese and 
Japanese alike. 

The significance for British interests of Japan’s China policy 
at Nanking as well as in North China, was heightened by the 
events in Manchukuo, for they indicated what might be ex- 
pected in a Japanese dominated or controlled China. Foreign 
trade, commercial enterprise and investments in almost every 
case were being reduced by such means as currency reform and 
the formation of governmental and semi-governmental monopo- 
lies. The open door was proving to be a “one-way passage 
outward.”^^ 

so The immediate cause of the breaking off of negotiations was the landing of 
Japanese marines at Tsingtao to assist in suppressing a disturbance which had 
arisen out of a lock-out in some Japanese-owned mills. 

SI J. R Stewart, “The Open Door in Manchoukuo/' Far Eastern Survey, Dec. 1, 
1937. Two important instances of investment of foreign capital since the establish- 
ment of Manchukuo were the expansion by the British-American Tobacco Com- 
pany of its operation in Manchuria and the obtaining by French interests of a 
¥300,000 contract to construct two government buildings at Hsmkmg. The B A.T. 
built new factories at Liaoyang and Yinkow. 

After the elimination of the oil companies, the B A.T. was the largest foreign 
company operating in Manchuria. For many years it had enjoyed a virtual monop- 
oly of the Manchurian market. After the creation of Manchukuo, however, it 
began to face serious competition from two officially supported Japanese tobacco 
companies, and, in addition, there were hints of a tobacco monopoly. The B.A.T , 
in order to preserve its position, “recognized” Manchukuo by incorporating its 
two Manchurian subsidiaries— the Chi Tung Tobacco Co , Ltd., capitalized at 
M¥52,325,000, and the Robert Tobacco Co., Ltd., capitalized at M¥3,500,000— 
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British Investments and Trade in China after 1936 

The treatment which British interests were receiving in Japa- 
nese controlled Manchukuo was in sharp contrast with the en- 
couragement being given by Nanking to British capital. On its 
return to England the Leith-Ross Mission had reported very 
favorably on China’s progress toward political unity and finan- 
cial stability and its recommendation for further reforms seemed 
to be the prelude to a large-scale British financing program in 
China. The Chinese were quick to show their willingness to 
accept British co-operation and suggestions. Thus, when Dr. 
H. H. Kung, the Chinese finance minister, prior to his departure 
as head of China’s delegation to the Coronation, announced a 
number of financial measures, they were in full accord with the 
recommendations of the Leith-Ross Mission. Most important 
were the establishment of a Central Reserve Bank, the balancing 
of the national budget for the coming year, the revision of the 
Banking Law, and the continuation of the program for re-serv- 
icing outstanding foreign obligations. In addition. Dr. Kung 
announced three new sources of revenue which were expected 
to yield an additional income of some Ch.$ 90,000,000 annually, 
sufficient to cover ordinary interest charges on a substantial 
foreign loan. 

The opportunities in South China, especially Kwangtung and 
Kwangsi, for British capital received particular attention at this 
time. Cordial relations were established between Hongkong 
and Canton for the first time since 1931. In October 1936 the 
governor of Hongkong, Sir Andrew Caldecott, called on Chiang 
Kai-shek in Canton, and the visit was returned by the mayor of 
Canton, who acknowledged China’s indebtedness to Great 
Britain for her support of the currency stabilization scheme and 
for the promise of assistance from the export credit guarantee 
scheme. Reports were common of a Sino-British agreement for 
British co-operation in the economic development of South 
China, including British financing of a railway in Hainan, the 
establishment of an airdrome on Tungsha Island southeast of 
Hongkong, an oil depot in the Sesha Islands southwest of 
Hainan, and the development of mines in South China. The 
interview given to Mr. T. V. Soong by the governor of Hong- 
kong, speeches of Chinese leaders, and the visits of the British 

under Manchukuoan laws on August 1, 1936. Previously they had been Hongkong 
corporations. 
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ambassador and Mr. Kirkpatrick of the British Export Credits 
Guarantee Department to Hongkong and Canton early in 1937 
gave rise to numerous rumors that China was to be given a sub- 
stantial loan by Great Britain to be used for the economic 
development of Kwangtung. The Japanese press went so far as 
to publish full details of a reputed Ch.$ 100,000,000 British 
loan to be expended in the construction of a number of rail- 
ways in south China and in the previously described develop- 
ment of Hainan Island.^^ 

The validity of the rumors of these large undertakings can- 
not be established, and the outbreak of hostilities in July 
1937 ended the possibility of their developing into anything 
concrete, but it is clear that British firms were taking a lively 
interest in south China. Nanking’s success in September 1936 
in gaining political control over Kwangtung and Kwangsi had 
brought these two provinces within the scope of the new cur- 
rency scheme. The consequent stabilizing effect on foreign ex- 
change was encouraging foreign firms to grant more favorable 
credit terms for construction projects. British capital was to 
be invested in a large iron and steel plant near Canton and it 
appeared probable that British credits would be granted for 
the purchase of materials and equipment for the proposed rail- 
way between Canton and Swatow. Negotiations were proceeding 
with regard to the linking of the Canton- Kowloon Railway with 
the Canton-Hankow line — an arrangement which would enable 
more of the production of the southern provinces to be exported 
via Canton and Hongkong rather than via Shanghai and would 
be a boon to Hongkong’s declining trade. 

British firms profited by the new Hongkong-Canton amity. 
Two large contracts were awarded to British firms by the mu- 
nicipality of Canton. Malcolm & Company secured a contract 
for the extension and improvement of the Canton waterworks, 
providing for the installation of a new waterworks system at 
a total cost of £81,000, and for a loan to cover it of Ch.| 1,400,- 
QQQ 33 'j'he General Electric Company of China was given a con- 
tract, amounting to Ch.| 3,200,000, for a new trolley-bus system 
for Canton. The municipality agreed to purchase the whole of 

Mr O M Green, writing for Pacific Affairs in June 1938, says that an agree- 
ment had been reached m principle betwen Dr H. H. Rung and London financial 
interests for a loan of £20 million 

23 A six-year loan at 6 per cent, amortized monthly. 
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the equipment an mechanical plant required for the first sec- 
tion of the trolley-bus scheme. The company agreed to give the 
municipality credit extending over a period of six years. 

The British Boxer Indemnity Funds began to take on new 
importance. British financing of railway development in China 
was being largely confined to loans from the British Boxer 
Indemnity Fund. The completion of the Canton-Hankow Rail- 
way in 1936 was made possible by the use of remitted Boxer 
funds. This project had been recommended in 1926 by the 
Willingdon Mission as the most important work which could 
be undertaken with Boxer funds. With the exception of a mile- 
long stretch across the Yangtze at Hankow, it was now possible 
to travel by direct rail communication from Canton or Hong- 
kong to Tientsin, Peiping, etc.^^ 

The progress made by the Chinese Ministry of Railways in 
adjusting a number of railway loans long in default*^^ and the 

During the year ending June 30, 1936, cash loans aggiegating i?8,580,861, xveie 
granted to the following oiganizations 

Ministry of Railways $8,040,000 

Hwai River Conservancy Commission 405,801 

Ministry of Industries 100,000 

National Construction Commission 35,000 

Apait fiom cash loans, thiee loans in materials amounting to *$13,837,580 were 
tianslcned tiom the Chinese Government purchasing commission on completion 
of contiact purchases for the Mmistiies of Railways and Communications, the 
Chekiang Piovincial Goveinraent, the Hxvai River Conservancy Commission and 
the China Merchants Steam Navigation Company. Although by December 31, 

1936, the ordeis placed through the Chinese Government pin chasing commission 
m London foi British products reached a total of £4,225,881, Geimany superseded 
Biitain in 1935 and 1936 as the chief suppliei of i ail way materials to China 

35 The magnitude of the financial obligation xihich China had incurred for 
lailway construction in the past was indicated by the statement of total capital 
obligations outstanding m connection with i ail way loans as of January 1, 1937 
£19,881,656, US *$2,331,598, ¥93,600,000, Fis 49,084,887, Belg. Frs 137,743,000, 
Glds 30,750,000 and local Chi? 112,075,456 A iaige number of these loans had 
been in default foi txvelve years or moie and the Ministry of Railwaxs was an\ious 
to make some adjustment which would pioxide at least partial payment on loans 
m aiieais Dining 1936 loan serxice was resumed on, among otheis, the Tientsin- 
Pukow loans, the Lunghai loans, the Canton-Koxvloon loan and the Honan Rail- 
way loan The terms of settlement involved a considerable scaling down of interst 
rates and a cancellation of most of the inteiest in airears, but the adjustment 
repiesented at least a partial “unfreezing” of the investment of foieign bond- 
holders 

On April 4, 1937, the re-seiv icing of the Hukuang lailway loan of 1911 was 
announced. This loan, oiiginall) undeiwiitten by a tour-power consortium 
(Great Biitam, France, Geimany and the United States), issued to the amount of 
£6,000,000 in four equal paits, with intciest at 5 per cent, maturing m 40 years 
and amortization beginning in 1922, was outstanding to the total of £5,656,000 m 

1937. The loan had been in default with respect to principal and half the interest 
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substantial increase in railway revenues during 1936 stimulated 
renewed confidence among British firms that new capital in- 
vestments in railway construction and the supplying of railway 
materials might be safely undertaken. The announcement was 
made that British materials would be purchased for the proposed 
Canton-Meihsien railway, a distance of 350 miles, which was 
to connect with projected lines in Fukien and Chekiang. In 
addition, it was authoritatively reported that British capital was 
likely to be invested in the following projected lines in South 
China: the Canton-Whampoa railway; the Samshui-Hohsien 
railway (to link Kwantung and Kwangsi), and the Kweilin- 
Henshow railway (to connect Kwangsi’s new provincial capital 
with the leading commercial center in southern Hunan). It was 
also reported at this time that an agreement had been reached 
between the Ministry of Railways and Innis 8c Riddle Company, 
Ltd., a British company in Shanghai, whereby all-British en- 
gineering equipment (to a value exceeding Ch.$ 2,500,000) was 
to be supplied to the Chuchow Central Locomotive and Rolling 
Stock Repair Shop. 

British investors in China were not only impressed with the 
possibilities for profit in China but also with the strength of the 
Chinese financial group. This was indicated in the numerous 
proposals for joint participation with Chinese capital. The suc- 
cessful Six Per Cent Sterling Shanghai-Ningpo-Hangchow Rail- 
way Completion Loan of 1936 served as a model for this type of 
enterprise.^^ This loan was not only the first joint Sino-British 
undertaking in railway finance but also the first foreign rail- 

smce 1926. The terms of the Hukuang adjustment were generally similar to those 
effected in the case of the loans mentioned above Interest payment was to be at 
the rate of 3 per cent thereafter Interest in an ears was to be calculated at 1 per 
cent, for which non-interest-bearing scrip was to be issued. Redemption of the 
scrip was to begin in 1942 and be completed in about twenty years Redemption of 
principal was to begin in 1941 and be completed in 1976. Payment of interest was 
to be made out of the net earnings of the railway (the Canton-Hankow line) and 
guaranteed out of the salt revenues. Amortization was to be met out of the 
earnings of the railway with an undertaking by the Minister of Finance to produce 
adequate funds fiom other sources if the earnings were not sufficient A loan service 
committee was to be established, consisting of representatives of each of the 
foreign groups and of the Chinese Government By May 1937 final quotations of 
the Hukuang Loan bonds advanced from the 1936-7 low of 43 to 71 in London and 
711/2 in Shanghai. 

36 Earlier in 1936, a People’s Banking Corporation was incorporated in Hong- 
kong with a capital of Ch $ 100,000,000 contributed by British and Chinese. Its 
plans were to establish a branch for industrial loans in Szechwan, a province in 
which the British had long been interested. 
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way loan to be offered without collateral security of any kind. 
Under the terms of an agreement with the minister of railways, 
the £1,100,000 issue was underwritten by a syndicate made up 
of the British and Chinese Corporation and the China Develop- 
ment Finance Corporation.®'^ The loan was secured on the en- 
tire revenue of the railway which was already operating profit- 
ably.®® In addition, a loan service committee was to be set up 
with foreign representation and with budgetary control over 
the railway. The existing system of joint administration with 
the Shanghai-Nanking Railway, with a British chief accountant 
and engineer-in-chief was to be retained. The loan was floated 
in Shanghai, but early in 1937 the bonds were introduced on 
the London market at 941 / 2 - Gross traffic receipts from this line 
for the first eight months of the year ending June 30, 1937, 
amounted to Ch.| 4,462,270, an increase of 25.6 per cent over 
the same period in the preceding year. The feasibility of such 
capital investments was being clearly demonstrated when hos- 
tilities broke out in July 1937. 

The Leith-Ross Mission had not merely pointed out the 
opportunities for increased long-term investments in China, 
but had also indicated the commercial possibilities opened to 
British firms taking advantage of the many contracts for rail- 
way materials, public utility equipment and machinery of all 
kinds which could be financed by middle-term credits. The 
credit issue was of primary importance because of the reluctance 
of many of the British companies exporting to China to assume 
credit risks involved in the contracts offered, while German 
firms with a large-scale organization supported by government 
subsidies were able to grant exceptionally easy credit terms and 
to underbid their British competitors. The Chinese saw in the 
appointment of Mr. W. M. Kirkpatrick, as Shanghai represent- 
ative of the Export Credits Guarantee Department of the Brit- 
ish Treasury — a direct result of the Leith-Ross Mission — an 
indication of the possibility that British credits amounting to 
£10,000,000 would be forthcoming for the purchase of British 
goods. But they were disappointed. Officials of the Export 

Si- See China Year Booh, 1936, pp 278-80, for the terms of the contract. 

38 About a third of the pioceeds of the loan was to go to repay advances already 
made to the Shanghai-Hangchow-Nanking Railway during 1934-6 by the syndi- 
cate Most of the remainder was to be used to build a rail and highway bridge 
acioss the Chien Tang River and to finance the long-delayed completion of the 
rail line between Hangchow and Ningpo, two of the principal cities of Chekiang. 
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Credits Department tended to minimize the importance of Mr. 
Kirkpatrick’s appointment by pointing out that the opening 
of the Shanghai bank was intended merely to make it easier for 
British firms to make use of the department’s facilities.^^ There 
was reason to hope, however, that with a representative on the 
spot, a certain relaxation in credit terms might be made to meet 
local conditions. British merchants in China pointed out how 
extremely difficult it would be to provide proof of bankruptcy 
in China in a form acceptable to a British government depart- 
ment. It was hoped that Mr. Kirkpatrick’s personal investiga- 
tion of credit risks might lead British manufacturers to under- 
take business which would have to be refused if there were 
inflexible insistence upon regulations wholly inapplicable to 
local conditions. Though the arrangements might even lead to 
a rise in the selling price of British goods because of the charges 
levied by the Export Credits Guarantee Department, British 
export trade was expected to benefit by the reduction of the 
credit risk of the individual manufacturer or exporter. 

These British economic activities not only meant profits for 
the British trader and investor, but also increased pro-British 
sympathy in Nanking. This sentiment was further strengthened 
by British aid to Chinese educational and cultural institutions 
through the Boxer funds. During the year ending June 30, 1935, 
nearly Ch.| 1,400,000 was spent in educational allowances, 
mainly for the Central Museum in Nanking, for the National 
Library there, for equipment in educational institutions, for 
scholarships and for rural education. By the end of June 1936 the 
total amount of interest received on loans made by the board of 
trustees, available for distribution, approximated Ch.| 3,356,000, 
which was about Ch.$ 1,700,000 more than that of 1935. Conse- 
quently, grants were appropriated for the preservation of 
historical and cultural sites; education in Kansu, Tsinghai, 
Ninghsia and Suiyuan; the construction of a new middle school, 
and the establishment of a higher vocational and technical school 
in Nanking in collaboration with the Ministry of Education and 

The Export Credits Guarantee Department acts as an insurance company. If 
it is satisfied that the risk is a good one, it will agree to underwrite a loan, pos- 
sibly to the extent of 60 or 70 per cent, though never to the full amount. There 
is a charge for this service and the department rules are strict and rigidly applied. 
Thus, no payment can be expected under its guarantee unless satisfactory proof is 
forthcoming that the buyer has been declared bankrupt. 
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the municipal government of Nanking.-^^ In this fashion Great 
Britain was building, as the United States had already done, a 
more solid basis for future Sino-British cordiality than economic 
ties alone could establish. 

Britain’s diplomacy continued to display her desire to obtain 
Nanking’s good will. The doctrine of non-recogmtion was re- 
affirmed. The Yunnan-Burma Boundary Commission completed 
its labors on April 24, 1937,^^ and the report was understood to 
have recommended that China retain sovereignty over about 
three-fifths of the disputed area, or some 6,000 square kilometers. 
The Kuling Estate on January 1, 1936, passed from foreign con- 
trol, in the form of the Kuling Estate Council, into the posses- 
sion of the National Government.^^ 

Anglo- Japanese Friction^ 1936 

The cordiality which marked Sino-British relations was not 
evidenced in Anglo-Japanese relations during 1936. Japan’s with- 

The details of the disposal of mteiest and distiibulion of grants made in 
accordance with the established regulations may be described undei the following 
five classes: 

Class A National Central Museum, construction Ch ^300,000 

National Central Library, construction 300,000 

Preservation of historical and cultural sites and antiquities 100,000 

Class B Including professorships to National Central, Sun Yat-sen, Wuhan 
and Chekiang Universities, Peiping Engineering College, and Cen- 
tral Field Health Station, and grants to Academia Smica and 
twenty-five other educational institutions 978,000 

Class C Scholarships on the basis of competitive examination to assistant 
professors with good academic records or university graduates who 
have rendered useful public service or published w^orks of technical 
value, and subsidies for deserving educational activities abroad and 
other activities tending to promote cultural relations betw een China 
and Great Bntain 417,000 

Class D Compiising (1) prizes to authors of textbooks of middle, primary 
and vocational school grades, and (2) prizes to authors of technical 
works of especial value 28,000 

Class E Grants appropriated for (1) the establishment over a period of years 
in every province of one model middle school and elementary school, 
and/or one school of agnculture or other means of promoting rural 
education, and/or one school of midwifery, and (.2) the establish- 
ment over a period of years of one industrial vocational school in 
each large mdustnal center throughout the country 672,000 

The personnel of this commission consisted of a neutral chairman. Colonel 
F. Iselin (of the Swiss Artilier}), Messrs J Clague (secretary of the Burmese Gov- 
ernment) and F. S Grose (Superintendent of the Shan States), with Mr. W Staik 
Toller (British consul at Tengyueh) as adviser, and Ivlessis. Liang Yu-kao and 
Ym Ming-teh (Chinese commissioners) 

•^-The British consul-general at Hankow, Mr G S Moss, lepiesented the Estate 
Council and an agreement was signed by him and by the dn ector of the Buieau 
of Administration for Lushan. Leases m perpetuit) to the lot-holdeis of all na- 
tionalities were gianted, and an ad\isoiy committee, consisting of seren iot-holdcis, 
three of whom w^ere to be foreigners nominated by the foreign lot-holders, was 
established to advise the director of the Buieau of Administration for Lushan. 
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drawal from the London Naval Conference and the expiration 
of the naval treaties on December 31, 1936, were followed by 
increased haste in completing the Singapore base, the strength- 
ening of Hongkong’s fortifications and the announced intention 
of building a “two-hemisphere” fleet. Japan’s adherence to the 
so-called Anti-Comintern Pact aroused anxiety in Great Britain 
where in some circles it was regarded as anti-British.^^ Even 
Asahi, which was critical of the pact, interpreted it on March 1, 
1937, as an anti-British step. 

By reason of its failure to promote Anglo- Japanese friendship the Japa- 
nese Government had no alternative but to conclude the Agreement. It 
was not the Agreement which made Anglo-Japanese friendship imprac- 
ticable, but rather the failure of Britain to extend tlie hand of friendship 
towards Japan, since she knew she had nothing to gam by doing so, which 
brought the Agreement into being. 

In addition to this friction in the international sphere, the 
Japanese in Shanghai were agitating against the predominant 
British control of the International Settlement, causing uneasi- 
ness among the British residents there who were anxious about 
Britain’s ability and desire to look after them. 

The situation was aggravated by the trade wars which Japan 
was waging with Australia and Canada. In Japan these self- 
governing dominions were considered to be “colonies” of Great 
Britain, and their restrictive policies toward Japanese goods 
(in addition to the long-standing grievance of their Japanese- 
exclusion policies) were taken as evidence of the hostility and 
opposition of British “imperialism” to Japanese ambitions. 

Anglo-Japanese Rapprochement, 1937 

Nevertheless, in 1937 a distinct improvement did take place. 
Having re-established her position in China, Britain was in a 
better position to negotiate with Japan, who now showed a 
more conciliatory attitude than had been usual since 1934. In 
January 1937 Foreign Minister Arita, in his speech to the 
Japanese Diet, emphasized the effect on Japan of the increasing 
restrictions on Japanese exports and suggested arrangements 
with Great Britain, the head of the world’s largest colonial em- 
pire. Moreover, there was a growing need for funds to finance 

It is interesting to note that the same military groups in Japan who favored 
eliminating Western interests from China had successfully advocated adherence to 
the pact. 
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the economic development o£ Manchuria, for which purpose 
access to the London money market was important, if not essen- 
tial. Mr. Sato, the new foreign minister in General Hayashi’s 
administration (which came into office in February 1937), con- 
tinued this trend. Japan was to adopt an economic approach to 
her fundamental problems and reliance was to be placed in 
trade arrangements for freer markets rather than in a Japan- 
Manchukuo-China economic bloc. Although he was denounced 
for being over-conciliatory, there was little disagreement among 
parliamentary circles with his fundamental plea for a revival 
of Anglo-Japanese friendship. 

A Japanese economic mission headed by Mr. Chokuro 
Kadono, the president of the Chamber of Commerce and In- 
dustry of Japan and an influential leader of the pro-British 
group in Japan, left Yokohama on April 28, 1937, for the United 
States and England for the given purpose of returning the visits 
of Lord Barnby in 1934 and Mr. W. Cameron Forbes in 1935. 
In the United States the Mission was received by prominent 
business men and by President Roosevelt. On June 16 the Mis- 
sion left for England, where similar conversations toward in- 
creasing trade between the British Empire and Japan were 
carried on. 

Japan also made diplomatic approaches to Great Britain 
which resulted in pourparlers in London in the early part 
of 1937.'^^ Foreign Secretary Anthony Eden told the House of 
Commons on March 24 that Mr. Sato’s speeches were gratifying 

^ Mr. G. E Hubbard has suggested what the Japanese conceived to be the basis 
for an Anglo-Japanese rapprochement. “The Japanese conception of such an 
agreement— provided that any agreement was possible in the state of British public 
opinion toward Japanese aggression in China— was easily discernible For Japan 
an undertaking with Great Britain might open a door by which she might be able 
to re-enter the society of Western nations without having to renounce her objec- 
tions to the League of Nations system, it might provide a means of improving 
her economic conditions and her financial prospects, and above all, it might lead 
to a recognition of her ‘special position’ m Noith China In return, Japan could 
offer to conform to British desires by halting m her encroachment upon China’s 
territorial integrity, by respecting British interests in Central and Southern China 
and by a pledge of non-interference with Chinese plans for economic reconstruc- 
tion. Apart from China there was room for concessions on both sides, in Great 
Britain’s part by lowering the barriers against Japanese goods m her Crown 
Colonies and, on Japan’s part, by meeting the British wish for an understanding 
on the subject of the limitation of naval armaments. These, with the exception of 
the last, were actually the bases for an agreement between Japan and Great Britain 
which the Japanese Press anticipated when, in Apiil 1937, it predicted the early 
opening of negotiations m London.’’ Survey of International Affairs, 1937, p. 165. 
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and that Great Britain was equally anxious for friendly and 
harmonious relations. In the first week in May it was admitted, 
through official Japanese agencies, that Mr. Yoshida, the Jap- 
anese Ambassador in London, was engaged in general conversa- 
tions with the British Foreign Office as a preliminary to more 
formal negotiations. In Great Britain, the possibility of an 
Anglo-Japanese understanding concerning the Far East aroused 
apprehension in pro-Chinese circles and the government was 
called upon to deny any intention of reviving the possibility of 
spheres of influence, and to affirm that no alterations would be 
made in treaties affecting China without the willing consent 
of China. In Japan, there were also denials of any intention to 
re-create spheres of influence, though here the distinction was 
carefully drawn between ‘‘spheres of influence” and “spheres of 
special interest,” which Japan claimed to possess in North China. 

The conversations made rapid progress. On June 24 the an- 
nouncement was made that the Japanese Ambassador had re- 
ceived instructions enabling him to commence discussions on 
concrete issues in regard both to China and to Anglo-Japanese 
commercial relations. On the 25th Mr. Eden informed the 
House of Commons that the conversations which had been going 
on had encouraged the hope of further progress in the direction 
of better mutual relations. The outbreak of hostilities in China, 
however, interrupted these informal conversations, and as an- 
nounced by Mr. Butler, the Under-Secretary of State for foreign 
affairs, the Japanese Government was informed that the British 
Government considered the initiation of the proposed negotia- 
tions as inopportune so long as the existing conditions in China 
persisted. The conversations were adjourned sine die. 

The Chinese were made anxious by the possibility of an 
Anglo-Japanese rapprochement, 

for there were palpable loopholes in the assurances which were given of 
respect for the interests of China. It was difficult, indeed, to conceive any 
possible basis for an Anglo-Japanese understanding other than one which 
would imply at least a partial recognition by Great Britain of the de facto 
situation which Japan had created for herself in Manchuria and North 
China, in return for Japanese renunciation of further aggression A situa- 
tion was, in fact, developing in July 1937, in regard to China which bore 
at least a superficial resemblance to that which would have resulted from 
the Hoare-Laval agreement in respect to Italy and Abyssinia m 1935.'i*“> 

Survey of International Affairs, 1931 , Vol. I, p. 167. 
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Wang Chung-hui, foreign minister of China, expressed sur- 
prise at the opening of discussions on matters affecting China 
without prior consultation of his government, which was watch- 
ing the conversations with the closest interest and anxiety. Any 
new international arrangements in the Far East must, he said, 
if they were to serve peaceful ends, provide for the territorial 
and administrative inviolability of China and for non-interfer- 
ence in her economic and political development. Other Chinese 
spokesmen insisted on American participation in any new inter- 
national understanding for the economic development of China. 

These abortive informal negotiations did not succeed in over- 
coming friction between Japanese and British policies in China. 
Not only had Great Britain helped to make the Chinese Govern- 
ment more capable of resisting Japanese pressure, but there was 
obvious contrast between the halting, obstructed progress of 
Japanese economic expansion m North China and the steady 
advance which British interests were making in Central and 
South China. 

There is little doubt that China's growing prestige abroad and especially 
its intimacy with Great Britain — ^in flat defiance ot the “Monroe Doctrine 
for China" which Japan had announced in the spring ot 1931 — was a large 
ingredient in the soldiers' decision that they must strike betore China 
became too strong.^^ 

4^0 M Gieen, “Great Biitam and Japan’s War on China," Pacific Affairs, 
June 1938 



CHAPTER V 


FROM LUKOUCHIAO TO THE BRUSSELS 
CONFERENCE 

The outbreak of hostilities in China in the summer of 1937 
raised many immediate and long-range problems for the Brit- 
ish. How long would the war last? What parts of China would 
be involved? What rights had the contending parties who were 
not technically belligerents? What of Britain’s obligations under 
the Covenant of the League of Nations and the Washington 
treaties? What would other parties, especially the United States, 
do? What were the relations between the hostilities in China and 
the threatened hostilities in Europe? Should the diplomatic pol- 
icy being applied in Europe be automatically applied in the Far 
East? If not, what were the alternatives? These and other ques- 
tions were answered along two general lines — immediate meas- 
ures to meet immediate problems, and general principles, espe- 
cially neutrality, strict impartiality, and the maintenance of 
Britain’s legal rights. These questions had to be answered at a 
time when the Spanish war had become the focus of world-wide 
attention, when Austria was seized by, and Czechoslovakia in im- 
minent danger from, the Third Reich. To the European situa- 
tion the British Government continued to apply the “non-inter- 
vention” and “appeasement” policies which neither checked 
aggression nor appeased the aggressors. 

British Reaction to Fighting in North China 

When hostilities broke out at Lukouchiao on July 7-8, 1937, 
there was reason to suppose that they might be localized. Clashes 
between Japanese and Chinese troops had occurred before with- 
out developing into general hostilities. That China would fight 
before making concessions was little suspected by the British 
communities in China. “No one can seriously believe that the 
Chinese government desires to engage in hostilities with Japan,” 
stated the N or th-China Herald?- The Shanghai Municipal police 
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'^North’China Herald, July 14, 1937. 
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took the precaution to increase patrols in districts with a large 
proportion of Japanese residents but nearly two weeks after the 
outbreak in the north, a peaceful settlement was still considered 
possible.^ 

In Great Britain, the danger that the North China incident 
would develop into general hostilities was considered small, 
and the Government indicated that it desired the localization of 
the conflict. It also made clear that it was neutral and impartial 
toward the contending parties, and it offered to mediate the 
dispute. Foreign Secretary Anthony Eden assured the House of 
Commons on July 12, that his latest information was that 
Peking was quiet. He refused to pronounce upon the merits 
of the dispute, but said he fully recognized its possible reper- 
cussions on British interests and hoped there would be a chance 
of discussing these matters with the Japanese Ambassador. On 
July 14 he stated that he had been in touch with the Chinese 
and Japanese Governments, and had made clear to them that 
the British Government was watching the situation closely and 
was much concerned lest hasty action on their side should lead 
to a conflict.^ 

Mr. Eden, surveying international affairs for Parliament on 
July 19, said that neither government had deliberately pro- 
voked the conflict and there were assurances from both sides 
that they wished it localized. Moreover, His Majesty’s Govern- 
ment had been in communication with the French and the 
United States Governments, and had made it dear in Nanking 
and in Tokyo that it was ready to help in any useful form of 
mediation. A real settlement, however, he maintained, could 
not be secured without a change of method by the contending 
parties. 

The Times on July 22, although in general accord with the 
government’s position, was more hostile to the Japanese. The 

2 North-China Herald, July 24, 1937. A concrete manifestation of the optimism 
m Shanghai was the report that the Chinese Government had concluded, with 
British and Chinese corporations, contracts for two 5 per cent loans of £3,000,000 
and £4,000,000, respectively, for the construction of two railways— one from Shel- 
Stan, on the Canton-Kowloon Railway, to Meihsien in Kwangtung, the other from 
Pukow to Hsiangyang. The loans were to be secured on the revenues of the railways 
and on the Salt Gabelle. 

3 The Chinese Ambassador, two days later, submitted to the Foieign Secietary 
a memorandum setting forth “the status and circumstances of the present threat 
from Japan in North Chma.'^ It declared that the attack on Lukouchiao and the 
Japanese invasion constituted a clear violation of China s sovereignty and the 
Nine-Power Treaty, the Kellogg Treaty, and the League Covenant. 
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unfriendly attitude now taken toward Japanese “saber-rattling” 
contrasted sharply with the attitude which had prevailed in 
1931 . 

It IS no exaggeration to say that if Japan went to war with China the 
best thing — the only good thing — that could happen to her would be a 
prompt and decisive defeat by the Chinese forces, which is inconceivable. 
. . . There exist, m short, no strategic, political, or economic objectives 
which a military adventure in North China could make good. 

Again on August 6 the Times said: 

It now seems certain that the status quo m North China will not be 
restored — not, at least, for a century or two; and it also seems probable 
that Japan will shortly make a localized but strenuous military effort to 
make good her position. . . . Meanwhile the world awaits developments 
with anxiety. The Governments of this country and of the United States 
have made strong representations in the cause of peace, but Tokyo has 
intimated that she will not welcome intervention. Since effective inter- 
vention is scarcely possible, Tokyo’s attitude in this matter is of purely 
academic interest But Japan is mistaken if she thinks that her actions 
during the last month, and the '‘punitive” policy which she now contem- 
plates, have impressed the world with anything save her irresponsibility. 
It is possible to pick your enemies, but it is not possible to pick your 
friends; and Japan seems bent on a course which must do grave damage 
to her standing m the eyes of other countries. 

The statements of Finance and Commerce, an authoritative 
spokesman for British economic interest in China, shed light 
on the attitude of the British in China. Although expressing 
sympathy for China and condemning the Japanese for their 
aggressive policy, it counseled China to capitulate once again.^ 
Thus, Finance and Commerce wrote, 

if the Central Government reaches the conclusion that the time has come 
to fight for its existence, war will spread from North to South For a short 
while there will doubtless be great demonstrations of patriotic fervour, 
but, however stubbornly China may resist, she can scarcely hope to win a 
military victory, and the loss in trade and treasure will be enormous. 

It commented in the same vein on Madame Chiang Kai-shek’s 
appeal to the women of the country to support the army’s rear. 

It is not difficult to sympathize with the appeal. ... At the same time 
it would perhaps be wiser statesmanship if the country were advised to 
bear one further humiliation if need be, rather than risk, at this stage, the 
complete destruction of everything which has been done towards national 
rehabilitation during the past two decades ... We are satisfied that 

Finance and Commerce, indicated on July 21 that it realized that the issue 
involved was whether the Central Government would acquiesce in the gradual 
whittling down of its authority. 
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Japan has no desire to see an extension of the area of hostilities, although 
It may be taken for granted that she is prepared for all eventualities, 
which China is not. . Admittedly, China is being coerced, but her only 
way to salvation is to make the best terms she can for a settlement m the 
North . . No feeling of humiliation or exasperation should be allowed 
to turn her from that one great objective ® 

In the same spirit the British Government made continuous 
representations for a peaceful settlement.® That the situation in 
the Far East was steadily growing worse, however, was noted by 
the foreign secretary. On July 28 the British charge d'affaires at 
Tokyo called upon Mr. Hirota, the Japanese foreign minister, 
to express his government’s concern. Mr. Hirota replied that he 
had not yet abandoned hope that the crisis might be localized 
and added that every effort would be made to protect foreign 
nationals in North China. 

Fighting in Shanghai 

The clash between Japanese and Chinese Central Govern- 
ment troops at Nankow, and the extension of the scene of war- 
fare to Shanghai, ended the question of localizing the conflict 
in North China. On August 12, 1937, when the Chinese 88th 
Division from Nanking moved into the Shanghai area to rein- 
force the local forces, tlie Japanese authorities convened a meet- 
ing of the Joint International Truce Commission. This com- 
mission had been appointed to supervise the 1932 Agreement 
guaranteeing the neutrality of Shanghai.'^ At this meeting the 
Japanese lodged a protest as the result of which the Joint Com- 
mission requested the mayor of Greater Shanghai to withdraw 
the 88th Division from the Shanghai area. He refused, declaring 
that such a request should be referred to Nanking. The meet- 

^ Finance and Commence, Aug 4, 1937. See akso Aug 11, 1937, for similar 
statement 

^ Mr Eden in the House of Commons, July 27, 1937 The United States and 
France made similar representations 

'^The 1932 Agreement provided that all Chinese regular forces should be re- 
placed by the Peace Pieseivation Coips, but, uhen the) signed it, the Chinese 
dedal ed— in an annex legarding the positions in which their troops should 
remain— that nothing in the agreement implied any peimanent restiiction of the 
movements of Chinese tioops in Chinese teintoiy The commission had held no 
meetings since 1932, but in the intervening years the Japanese had on several occa- 
sions diawn the attention of the commission to alleged breaches by China The 
other powers refused to accept Japan's broad mteipretation of the agreement and 
wexe pi one to considei the agreement as designed to meet the particular situation 
existing in 1932 Since it could enable the powers to exeicise a restraining influence 
on both parties in the event of a crisis, the agi cement was not foimally terminated. 
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ing adjourned after both sides undertook not to attack unless 
fired upon. The British Government followed this with repre- 
sentations to both sides, expressing the hope that foreign lives 
and property in Shanghai might not be exposed to danger from 
military operations. But on August 13, 1937, the Japanese bom- 
bardment of Shanghai began and the British authorities were 
called upon to protect British residents and interests.^ Thus, 
the British ambassador protested the accidental bombing by the 
Chinese of the International Settlement and H.M.S. Cumber- 
land. Evacuation of British women and children was begun. At 
home, the cabinet issued a statement on August 17 declaring 
that the ministers had considered all possible steps 'In an en- 
deavor to ensure a peaceful solution to the situation at Shang- 
hai,” but had decided to ‘'adopt all possible measures to protect 
British lives and interests there.”^ The Times of August 20, 
1937, wrote, “it is time for Japan to learn that the free hand 
which she desires in Eastern Asia will in no circumstances in- 
clude licence to play havoc with the lawful interests of Great 
Britain.” 

Anti-British Incidents 

The first major Anglo-Japanese incident was the serious 
wounding of the British Ambassador, Sir Hughe Knatchbull- 
Hugessen, on August 26, 1937, when Japanese aviators fired on 
the automobile in which he was traveling from Nanking to 
Shanghai. The Japanese ambassador in London immediately 
expressed his personal regrets and sympathy, but the Japanese 
Government reserved its attitude, while the Japanese press 
suggested that the Union Jack upon the car had not been large 
enough, and that the ambassador had not notified the Japanese 
authorities of his intention to visit Shanghai, or of the route 
he proposed to take. The implication that the ambassador of a 

s The Japanese Foreign Office issued a statement on August 16th regarding the 
suggestion that Japan should refrain from military operations at Shanghai. It said 
that 30,000 Japanese were in the city and could not be abandoned. “In 1927 it 
was a mob of anti-British demonstrators who invaded the International Settlement 
The Municipal Council then took forceful measures to suppress the disturbance, 
and not a word was said about the legal or moral responsibilities of the British in 
the matter. Britain sent 17,000 men to protect her interests and the Settlement 
It now happens to be a large force of Chinese regulars who are attacking the 
Settlement with the Japanese as their objective. The two cases do not differ except 
in their scope and Japan cannot be held responsible for damages the Chinese have 
caused or may cause.” (The Times, August 17, 1937.) 

9 The Times, August 18, 1937. 
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friendly foreign power had to account for his actions and where- 
abouts to a third power was, of course, without legal foundation. 
This acceptance by Japan of the rights of a belligerent without 
the corresponding duties was to become characteristic of her 
relations with Great Britain. After the British authorities had 
carefully investigated the case, the British Government ad- 
dressed a note of protest to the Japanese Government, which 
was handed to the foreign minister in Tokyo on August 29. In 
the light of the outrage, the protest was mild indeed. The 
Japanese Government was to make a formal apology; those re- 
sponsible were to be punished, and an assurance was requested 
that measures would be taken to prevent a recurrence. The 
Japanese Government, in an ad interim reply on September 6, 
expressed its regrets, and these were repeated in a formal 
reply on September 21. The question of punishing those re- 
sponsible for the attack was evaded on the ground that respon- 
sibility had not been established. As for the prevention of 
recurrences, the Japanese said that they had renewed instruc- 
tions to their forces to exercise care in “safeguarding non-com- 
batants.” Though only one of the three demands of the British 
note had been fulfilled, the British Government accepted the 
answer as satisfactory and declared the incident closed. 

The fighting in and around Shanghai lasted until about No- 
vember 9, 1937. During this period several Japanese actions 
caused the greatest concern and injury to British lives and prop- 
erty. Of outstanding importance were the declaration of the 
“pacific blockade,” the seizure of the Pratas shoals off Hong- 
kong, interference with the Customs Administration, the re- 
fusal to withdraw Japanese troops from the Shanghai area and 
the destruction of British property during the bombing of 
Chinese cities. The British Government replies to these meas- 
ures indicated their conciliatory attitude toward the Japanese. 

On August 25 the commander of the Japanese naval forces 
at Shanghai proclaimed a blockade against Chinese shipping 
all along the coast from Shanghai southward to a point below 
Swatow. On September 5 the blockade was extended to all 
coastal waters from Chinwangtao on the border of Manchukuo 
to Pakhoi, with the exception of Tsingtao. The blockade was 
not to apply to foreign shipping but the right was reserved to 
hail all merchant vessels within Chinese waters in order to 
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ascertain their identity.^® Foreign shipping companies were re- 
quested to inform the Japanese authorities of the movements 
of their vessels in Chinese waters. The British Government 
acceded to these declarations and on September 11 proposed 
that British merchant captains should be advised to submit to 
examination of their papers in the forbidden zone, on two con- 
ditions: (1) if a British warship were in the vicinity, the per- 
mission of her captain should be obtained; and (2) in the ab- 
sence of a British warship, the result of the Japanese inquiry 
should be reported to the British naval authorities at once. The 
Japanese Foreign Office welcomed the British proposals and 
expressed the hope that other governments would follow the 
British example in co-operating with the Japanese Navy. 

On September 4, Japan began the seizure of the islands off 
the China coast. Pratas Shoal, eighty miles southeast of Hong- 
kong, was seized; the meteorological and wireless stations there 
were wrecked, and, according to the crew of the Hongkong 
Clipper, Japanese destroyers immediately began to use it as 
a naval base. The British Government chose to take no action. 

The Japanese also seriously interfered with the Customs Ad- 
ministration, in whose functioning the British had always shown 
great concern. Thus on September 6, Japanese warships seized 
two Chinese customs preventive launches near Hongkong 
waters. According to Sir Frederick Maze, they had been deliber- 
ately bombed and machine-gunned by Japanese aircraft. The 
customs preventive fleet had not taken any part in the hostili- 
ties; they possessed no military value and were used solely for 
customs enforcement. Moreover, the bombing of these vessels 
seriously jeopardized the lives of the foreign officers in com- 
mand — both of whom were British — ^who were engaged in the 
peaceful performance of their duties as customs officers. The 
Hongkong Government announced that the incident had been 
reported to London and to the British Embassy in Tokyo for 
diplomatic negotiations. The British Government did nothing 
effective to prevent the recurrence of such incidents. 

British Attitude toward ‘'Incidents'' 

Great Britain did, however, show more concern for the In- 
ternational Settlement in Shanghai, but this did not prevent im- 

September 2 Mr. Hirota had informed the foreign correspondents that 
the exemption of foreign ships from the naval blockade would not be extended 
to those carrying munitions of war. 
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portant losses to British interests there. The dispatch of the 2nd 
Battalion of the Royal Welsh Fusiliers and the 1st Battalion of 
the Royal Ulster Rifles considerably strengthened the military 
position of the Settlement and made possible the return to a 
more normal existence by the end of August. 

This did not mean, however, that the International Settle- 
ment was henceforth secure from the effects of the hostilities. 
British nationals and property within the Settlement continued 
to suffer injuries from the Japanese bombardment. The British 
official position on the losses caused by the hostilities was that 
the Chinese and Japanese Governments would be held respon- 
sible. When an attempt was made by the British, French and 
American naval commanders to relieve the International Settle- 
ment and the French Concession of the perils arising from the 
military operations by requesting the withdrawal of the Japa- 
nese warships and of the Chinese troops from the section of 
Pootung immediately opposite the International Settlement and 
the French Concession, the Japanese refused. 

The extension of the bombing to Nanking on September 19 
indicated that the Japanese did not intend to refrain from bomb- 
ing civilians. The British Government instructed its ambas- 
sador in Tokyo, Sir Robert Craigie, to make representations to 
the Japanese Government against the bombing of anything but 
military objectives in Nanking, on the ground that such attacks 
would endanger the lives of civilians. The British Government 
reserved the right to hold Japan responsible for any loss of 
British lives or damage to British property. On September 25 
the British Ambassador made further representations concern- 
ing the bombardment of Canton as well as Nanking. The bom- 
bardments of Shanghai, Nanking and Canton continued and 
on September 29, the Japanese Government indicated its re- 
fusal to cease the bombardment of Nanking. More effective for 
the protection of British interests was the dispatch of H M.S. 
Diamond to Amoy. 

Those attacks on British lives and property could not be 
effectively countered as long as Britain regarded herself as a 
potential mediator. An acceptable mediator must have the con- 
fidence and friendship of both parties. “Deploring though they 
do her present policy of aggression, the British people are anx- 
ious to maintain their friendship with Japan no less than with 
China,” wrote the North-China Herald. Japan and China were 
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urged to make peace and if the ‘'services of a third party are 
required, both China and Japan can count on friends who 
would be willing to offer such services should they be likely to 
lead to practical results/’^^ The Japanese official veto on Oc- 
tober 1 of the British mediation offer ended this possibility for 
the time being. With the rejection of this individual mediation 
offer, British diplomacy began to center around the League of 
Nations in an effort to achieve the same end.^^ 

League of Nations Discussion 

Dr. Wellington Koo had addressed the Assembly of the 
League of Nations on September 15 on the subject of the Sino- 
Japanese hostilities, asking it to denounce Japan's policy.^^ The 
Council on September 15, in private session, decided to refer 
the Chinese appeal to the Far Eastern Advisory Committee 
which had been set up on February 24, 1933. This proposal was 
accepted by Dr. Koo.^^ On September 21 the Advisory Commit- 
tee met and was attended by a United States observer. The 
Committee decided to invite four more states — China, Japan, 
Germany and Australia. Mr. Bruce of Australia suggested that 
the League should arrange for a conference of the powers most 
vitally concerned in the Far East, whether members of the 
League or not, with a view to attempting to find a settlement of 
some kind. 

The Far Eastern Advisory Committee met again on Septem- 
ber 27. Lord Cranborne, presenting the British position, ex- 
pressed the hope that the committee “in unmistakable terms” 
would express its opinion on the practice of indiscriminate 
bombing. The British Government had reserved all their rights 
as regards holding the Japanese responsible for the consequences 
of such bombing but this was a matter which went “far beyond 
the interests of any single nationality. The extension of air 
bombing in China represents a menace not only to the unhappy 
people who are suffering so grievously from it today, but to the 
whole world.” The Committee then passed a resolution re- 
garding “the aerial bombardment of open towns in China by 
Japanese aircraft” in which it expressed “its profound distress 

u North-China Herald, September 15, 1937, p. 395. 

12 North-China Herald, September 29 and October 6, 1937. 

13 Official Journal, League of Nations, 1937, Special Supplement, No. 169, p. 46 ff. 

1^ Official Journal, League of Nations, 1937, Special Supplement, No. 177, p. 13 flf. 
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at the loss of life caused to innocent civilians, including great 
numbers of women and children as a result of such bombard- 
ment, solemnly condemns such acts, and declares that they have 
aroused horror and indignation throughout the world.” On 
September 28 the Assembly unanimously adopted this resolu- 
tion of the Far Eastern Committee. 

The Far Eastern Advisory Committee reconvened on Sep- 
tember 29 and October 1, when it adopted a French proposal 
to set up a sub-committee.^® The United States was invited and 
agreed to participate in the sub-committee as an observer. The 
terms of reference were “to examine the situation arising out of 
the Sino-Japanese conflict in the Far-East.” The sub-committee 
was also entrusted with the preparation of reports on questions 
arising out of the situation and the formulation of any proposals 
which it might see fit to submit to the Advisory Committee. 
Lord Cranborne said that the British Government would accept 
Mr. Bruce s suggestion for a Pacific powers conference, if other 
interested parties also did so. 

The Far Eastern Committee reassembled on October 5 and 
two reports were laid before it. The first found no indication 
from either side that there was anything in their relations which 
could not be settled amicably, but declared that the military 
operations being carried on by Japan against China by land, sea 
and air were out of all proportion to the incident. It also stated 
that the Japanese actions were in contravention to Japan’s obli- 
gations under the Nine Power Treaty of February 6, 1932, and 
under the Pact of Paris of August 27, 1928. The second report 
suggested that further efforts had to be made to secure restora- 
tion of peace by agreement, and recommended that the Assem- 
bly should invite those members of the League who were parties 
to the Nine Power Treaty to initiate at the earliest practicable 
moment the “full and frank communication” and consultation 
provided by that Treaty. Other states with special interests in 
the Far East might be associated with this work. Moreover, the 
Assembly should 

express its moral support for China and recommend that members of the 
League should refrain from taking any action that might have the effect 

The members of this sub-committee were Australia, Belgium, China, Ecuador, 
France, the Netherlands, New Zealand, Poland, Sweden, the United Kingdom and 
the U.S.SR The Polish delegate announced that pending instructions from his 
government he would not attend the meetings. 
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of weakening China's power of resistance and thus increase her difficulties 
in the present conflict, and should also consider how far they can individ- 
ually extend aid to China. 

The Far Eastern Committee adopted these reports and de- 
cided to communicate them to the Assembly, to the members of 
the League, and to the American Government. The Assembly 
also adopted these reports and requested the president to take 
the necessary action with regard to the proposed meeting of the 
members of the League who were parties to the Nine Power 
Treaty. 

In the United States the proceedings of the League were fol- 
lowed with great interest. President Roosevelt chose the same 
day on which the Far Eastern Committee presented its two re- 
ports to make his Chicago ''quarantine the aggressor'' speech, 
and the text of the speech was in the hands of the League As- 
sembly when it acted on October 6. On that day the American 
State Department issued a statement agreeing with the conclu- 
sions of the Assembly. 

Great Britain was quick to sound out the implications of the 
American position. The British ambassador in Washington was 
instructed to inquire in what ways the American Government 
contemplated giving effect to the co-operation with the “peace- 
loving nations" to which the President had referred. In London 
Mr. Eden received the American charge d'affaires to inform 
him of the British Government's gratification at President 
Roosevelt’s speech and on October 8 Mr. Chamberlain, address- 
ing the Conservative Party Conference at Scarborough, referred 
to Mr. Roosevelt's speech as “a clarion call from the other side 
of the Atlantic" and declared that the British Government 
would gladly co-operate in any effort to secure the restoration 
and maintenance of peace 

Brussels Conference 

Isolationist sentiment in the American Congress, however, 
prevented the implementation of the October 5th speech and 
the Administration rapidly retreated. The president in a “fire- 
side chat" on October 12 and in a statement to the press in- 
dicated that the purpose of a proposed conference would be 
solely mediation. This was borne out in the announcement on 
October 15 that the Belgian Government, as a result of con- 

London Times, October 9, 1937. 
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versations which had taken place between the United Kingdom 
and American Governments, had accepted the mission of con- 
vening a conference in Brussels. On October 16 invitations were 
sent by Belgium to all the signatories of the Nine Power Treaty 
and to the five adherents to the Treaty (Norway, Sweden, Den- 
mark, Bolivia and Mexico) and to Germany and the U.S.S.R. 
The invitations were explicitly stated to be “at the request of 
the British Government and with the approval of the Govern- 
ment of the United States,'" and the purpose of the conference 
to be, in conformity with the Nine Power Treaty, “to examine 
the situation in the Far East, and to study peaceable means of 
hastening the end of the regrettable conflict which prevails 
there.”^'^ The possibility of either military or economic sanctions 
was considered extremely remote by the British and American 
press. 

Mr. Eden, in a statement on foreign policy made to the House 
of Commons on October 21, gave an account of the efforts which 
had already been made to settle the Far Eastern conflict. The 
British Government had from the first made it clear that their 
good offices were available at any time and when hostilities 
began at Shanghai, they had offered to undertake the protection 
of Japanese nationals jointly with other powers, in exchange 
for the withdrawal of the Japanese troops. In all this they had 
kept in close touch with the other governments, including the 
United States. He then summarized the events at Geneva which 
resulted in the approaching Brussels Conference. The same day, 
the Earl of Plymouth, stating the Government’s present position 
to the House of Lords, emphasized the fact that the primary 
object of the Conference was to find a way of restoring peace by 
general agreement. 

The speech from the Throne, delivered by the King on Oc- 
tober 26, further indicated that the British Government would 
“persist in their policy of attempting, in cooperation with other 
Governments, whether members of the League of Nations or 
not, to mitigate the suffering caused by the conflict and to bring 
it to a conclusion.” Mr. Eden, however, in an address to the 
House of Commons on November 1, indicated clearly that 
American co-operation was the sine qua ?ion for any British 
action regarding the Far East. The foreign secretary, in view 
of the recognized isolationist feeling in the United States, was 
Text of notes in New York Times, October 17, 1937. 
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really undertaking very little when he said that Great Britain 
would '‘go as far as the United States in full accord with them, 
not rushing ahead and not being left behind/' His willingness 
to travel, “not only from Geneva to Brussels but from Mel- 
bourne to Alaska" to obtain American co-operation indicated 
a penchant for traveling, rather than for leaderships^ 

The British press in China regarded the Brussels Conference 
as serving a mediatory and conciliatory function. 

For the Far East, the significant point is that the United States of 
America, with the concurrence of European powers, has been moved by the 
crisis here to restart a method of appeasement which in recent years has 
been so disappointingly ineffective. Amid their otiier preoccupations these 
powers would not have so exposed themselves to the danger of futility 
had they not the conviction that a real opportunity for constructive 
mediation had offered. ... To Brussels, therefore, the world looks with 
restrained optimism; past experience urges avoidance of extravagant ex- 
pectation. It is enough that an approach to sanity is being attempted.^^ 

The Brussels Conference, foredoomed to failure, opened on 
November 31. Japan and Germany refused to attend. Italy at- 
tended and defended the position of Japan.-^ The British posi- 
tion, following the American, stressed conciliation and defended 
the right of the powers directly interested in the Far East to 
consult together and see if there was any way in which they could 
assist toward an early cessation of hostilities and the restoration 
of stable conditions. 

The Conference, in private conversations and meetings held 

In China the Japanese had continued to do serious injury to British interests 
Thus, the Chinese &hermen of Hongkong, m spite of their British nationality, 
were not exempt from the attacks of Japanese warships, and, in an appeal which 
they made for British naval protection early in October, their representatives de- 
clared that two hundred boats had failed to return from the fishing-grounds and 
were believed to have been sunk by the Japanese The Japanese defended their 
action by declaring that these boats were armed and therefore open to the sus- 
picion of hostile intent. (Their armament, it was well known, consisted of small 
and antiquated cannon as protection against pirates and had no military signifi- 
cance.) A more probable explanation was the desire to open the field to Japanese 
fishermen. Moreover, the promises given by the Japanese after the Knatchbull- 
Hugessen incident did not prevent a second attack on British Embassy motor 
cars on the road from Nanking to Shanghai on October 12. The Japanese authori- 
ties had been notified beforehand of the intended journey and route and the cars 
were marked on the roof with the British colors The occupants escaped injury. 
In this case, as in the case of the attack on the British ambassador, an apology was 
accepted by the British Government. 

19 North’China Herald, October 20, 1937. 

20 Italy adhered to the German-Japanese Anti-Comintern Pact of November 25, 
1936, on November 6, 1937. 



FROM LUKOUCHIAO TO THE BRUSSELS CONFERENCE 105 


on November 4th, discussed questions of procedure, including 
the advisability of setting up a small committee to act in a me- 
diatory capacity and the desirability of dispatching to Tokyo 
a second note of invitation, recalling the provisions for consul- 
tation in Article 7 of the Nine Power Treaty and suggesting, 
as an alternative to participation in the Conference, the estab- 
lishment of direct contact with the proposed committee. Such 
a letter was dispatched to Tokyo on November 6. 

Japan again refused to co-operate with the powers at the Con- 
ference. The Conference then gave up its attempts to conciliate 
Japan and began the drafting of a declaration setting out their 
rights and views in relation to the conflict. Mr. Eden declared 
that not only British national interests, but British belief in 
the necessity for upholding international law, explained the 
co-operation of his country in the Conference. It was impossible, 
he said, to assent to the doctrine that the conflict was a matter 
for Japan and China alone. 

The Conference finally adopted on November 15, by a vote 
of 15 to 1 (Italy), a long declaration submitted by the American, 
French and British delegations.-^ It embodied the conviction of 
the Conference that a just and desirable settlement was not to 
be expected of direct negotiations between the parties. A ces- 
sation of hostilities, it pointed out, might offer a chance for 
negotiating a satisfactory settlement and the hope was expressed 
that Japan would not persist in her refusal to participate. On 
November 24 the final session of the Conference adopted an- 
other declaration, from which Italy alone dissented, which 
affirmed the Nine Power Treaty as an instrument for the safe- 
guarding of international peace and security. It also expressed 
its conviction that force could provide no just and lasting solu- 
tion for disputes between nations. The declaration concluded 
by strongly urging a prompt suspension of hostilities as being 
in the best interests of all concerned. Then, instead of going out 
of existence entirely, the Conference declared that it was merely 
adjourning its sitting, i.e., having a recess, and provided for its 
being recalled should the chairman or members so recommend. 
This left the door open for a future session of the Conference. 

Mr. Norman Davis, the American representative, said the 
adjournment in no way meant that the problem was to be 
dropped, or that interest in its solution had lessened. He was 

21 Norway, Sweden and Denmark abstained from -voting. 
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returning to the United States to consult his Government. Lord 
Cranborne associated himself with Mr. Davis’s remarks and ex- 
pressed the view that the conclusions incorporated in the decla- 
ration represented the limit of existing possibilities.-^ This in- 
dicated the failure of the Conference since the declaration did 
not go even so far as the report which the Far Eastern Advisory 
Committee had adopted on October 5. 

22 The Conference of Brussels, November 3^24, 1937, issued by the United States 
Government Printing Office. 



CHAPTER VI 


FROM SHANGHAI TO NANKING 

While the futile Brussels Conference was in session, a far- 
reaching change for foreign interests had taken place in China. 
The capture of Shanghai had been completed and the drive to- 
ward Nanking begun. This raised the immediate and vital 
problems of the future relations between the International 
Settlement and the Japanese surrounding it, the future of the 
Customs Administration and the difficulties arising from the 
military situation. 

The Japanese authorities had pledged themselves to respect 
foreign rights and interests in Shanghai. Thus when hostilities 
ceased in this vicinity, it was expected that the Japanese, in ful- 
fillment of these pledges, would allow the return of foreign and 
Chinese residents and the reopening of commercial enterprises 
in Hongkew and Yangtzepoo, the areas under Japanese control. 
Although these parts of the Settlement which lie north of Soo- 
chow Creek contained important • Japanese industrial and 
shipping concerns, they were equally the center of British and 
other foreign interests, since almost all of the larger foreign 
manufacturing firms had their factories and godowns in this 
area. Hongkew and Yangtzepoo were also the sites of public 
utility installations, including the Shanghai Power Company 
(American) and the Shanghai Waterworks Company (British). 
This area, moreover, contained the chief municipal refrigerators 
and food storage depots. In addition, nine-tenths of the Settle- 
ment’s developed water frontage on the Whangpoo lay north 
of Soochow Creek, and British-owned wharves and docks in the 
area represented a financial investment gi'eater than did the 
Japanese. Outside this area there was no wharfage accommoda- 
tion for vessels of any size in the Settlement proper. Moreover, 
the industrial and commercial life of the Settlement could not 
revive until Chinese laborers were allowed to return to their 
homes and occupations in Hongkew and Yangtzepoo. The Jap- 
anese, however, refused to open these areas, maintaining that 

107 
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it would result in guerrilla activities. On December 15 foreign 
residents together with their Chinese servants were permitted 
to return to certain portions of the Settlement north of the 
Creek, but numerous restrictions made the permission almost 
valueless. 

The Japanese also gave indication that the unoccupied parts 
of the Settlement might come under Japanese influence or domi- 
nation. General Matsui, the Japanese commander in Shanghai, 
on November 11, 1937, told foreign correspondents that it was 
extremely difficult to maintain peace and order in Shanghai in 
co-operation with the foreign powers. The future, he said, would 
decide whether the Japanese would have to take over the sec- 
tions defended by the powers. The Foreign Office spokesman 
in Tokyo was quick to give a categorical assurance that this did 
not mean that Japan had any intentions of occupying the Settle- 
ment. Nevertheless, the Japanese consul-general in Shanghai 
did make a number of requests to the authorities in the Inter- 
national Settlement and the French Concession, compliance in 
which was reported to have been promised as far as was possible. 
These requests included suppression of all anti-Japanese ac- 
tivities, especially on the part of branches of the Kuomintang, 
and the removal of the Chinese Government offices and central 
and local government representatives. General Matsui was un- 
derstood to have informed the secretary-general of the Munic- 
ipal Council that if the steps taken did not produce the desired 
lesults, the Japanese Army reserved the right to take independ- 
ent steps in that direction. Furthermore, Asahi^ on November 26, 
reported that the Japanese prime minister had told the press on 
the previous day that '‘as regards the Shanghai International 
Settlement issue, Japan may find it necessary to resort to force.” 
These threats to the International Settlement, the foundation of 
Britain’s position in central China, seemingly aroused no great 
concern in the home government. Lord Cranborne on Novem- 
ber 26, in reply to questions in Parliament, evaded the issue of 
the International Settlement, claiming that the Government had 
not been consulted about the course pursued by the British 
members of the Shanghai Municipal Council. Nevertheless, on 
later occasions, when the British Government wished to act on 
this question, it did not leave the initiative for action up to the 
Council. 
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Attitude of the Shanghai Press 

The home government’s do-nothing policy was in accord with 
the accommodating attitude of the British press in Shanghai dur- 
ing this period. The Japanese views on the International Settle- 
ment were accepted without challenge and the “realities” of the 
situation were stressed. On November 24, 1937, Finance and 
Commerce wrote: 

Broadly speaking, Japan considers that she has taken the place of China 
in this area, and, consequently, is entitled to have her wishes respected in 
connection with all such activities as were formerly directed, influenced or 
controlled by the Chinese, as distinct from the Council authorities. If this 
IS the correct interpretation of the situation and, on the basis of information 
so far available, there seems to be no other, there would be no more inter- 
ference with the Councils authority or administrative duties than there 
was previously from China herself In effect, Japan has intimated that every- 
thing associated with foreign interests within the Settlement limits should 
proceed as before, but reserves to herself the right, “in principle,” to 
supersede the Chinese in the conduct of Chinese Government institutions, 
the extent to which that right will be exercised depending, presumably, 
upon a variety of considerations, which have not been specifically enumer- 
ated, but which will naturally include satisfaction of the Japanese command 
that nothing in any way disadvantageous to Japan will be attempted by 
those now in control 

Japan justifies this stand upon the argument that the Council’s juris- 
diction is limited by the Land Regulations, which is certainly true, and 
apparently is satisfied that no international complications will arise if 
nothing is done to interfere with the authority which such Regulations 
give. There is no doubt her officials believe that they are treading a strictly 
legal path and from the foreigners’ point of view and even from the point 
of view of China, if the Chinese leaders have any regard for their civilian 
population, it would seem that a way out of an impasse is being provided 
which, in all the circumstances, should be welcomed. 

The justification for this attitude was found in the “basic” 
weakness of the British position in Shanghai: 

Let us endeavour to look at the realities of the situation and describe them 
in a light most favorable to foreign and Chinese interests If it were assumed 
that the Municipal Council could oppose Japan and categorically reject 
any suggestion of Japanese influence in Settlement activities, whatever the 
nature of these activities might be, and further, that Japan was willing to 
accept the rebuff, the prospect of any improvement in conditions here 
would not be improved in the slightest degree If the war is going to be a 
protracted one, Japan would not need to take any further drastic action 
in this area in order to bring Shanghai into line wdth her wishes She might 
adopt a passive attitude, ignore the Settlement entirely, but keep a cordon 
of troops in the outlying districts, and before twelve months had passed 
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the city would be dying of inaction. At any rate half of the foreign com- 
munity would be leaving. There would be no purpose in their staying, for 
it must be recognized that the congested population of the International 
Settlement and the French Concession depends upon trade, and trade is 
now completely under the control of the Japanese forces. 

Writing the following week in a similar vein, Finance and 
Commerce stated that 

developments, as far as they have gone, do not appear to provide ground 
for the alarmist reports that the status of the Municipal Council is endan- 
gered and that Shanghai will, in the future, be a Japanese preserve and 
no place in which other foreigners may expect a fair deal ... No one 
seems to know what precisely are the legal rights of an army, which has 
obtained possession of terrain by force without a declaration of war, but 
obviously the Council, as the administrators of a small piece of neutral 
territory in the middle of a battlefield, are not in a position to argue over 
legal technicalities Nor, in one sense, can such legalities be regarded as 
of vital concern either to them or to the ratepayers whom they represent 
Broadly speaking, the ground landlord has been changed for the time 
being, and, viewing the matter from a strictly business point of view, un- 
clouded by sympathies or predilections, that is a matter of indifference to 
the leaseholders, providing the conditions of the lease are respected. 

The position may become a difficult and delicate one. ... It behooves 
the Council to act upon their own initiative, and to discuss with the new 
and possibly temporary, ground landlord, questions of detail concerning 
the estate in as reasonable a manner as possible According to official state- 
ments made, that is being done.^ 

This make-shift and opportunist policy did not mean, how- 
ever, a general condoning of Japanese actions. For example, the 
‘Victory parade'* through the International Settlement staged 
on December 3 by the Japanese troops as a warning against anti- 
Japanese activities among the Chinese population aroused 
marked antagonism among British residents. Informal efforts to 
persuade the Japanese military authorities not to carry out the 
demonstration were not successful and about 3,000 men 
marched through the Settlement. When the demonstration was 
nearly over, a Chinese threw a small bomb which slightly 
wounded two Japanese soldiers, one civilian and a British 
police inspector. The Japanese troops deployed and occupied 
the area in which the incident occurred. Representations made 
to the Japanese commander by the British commissioner of the 
Settlement police succeeded in having the Japanese troops 
withdrawn. 

^Finance and Commerce, December 1, 1937. See also North-China Herald, No- 
vember 24, 1937, ‘The Mood Subfusc,” for expression of a similar opinion. 
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The opposition to the parade in Shanghai was supported by 
the home government. Mr. Eden stated to the House of Com- 
mons on December 6 that the British ambassador in Tokyo, on 
hearing of the projected march, at once made representations to 
the Japanese Foreign OflGice pointing out that the march ap- 
peared to be both provocative and uncalled for, and that the 
Japanese military authorities had to take full responsibility for 
any trouble that might arise. Nevertheless, the government’s 
basic attitude toward the whole situation in China was reflected 
by Mr. Eden’s refusal to accept a suggestion that British posses- 
sions in the Far East were “in imminent danger.” 

Attack on the Customs Administration 

The unwillingness of the British Government to take a firm 
stand against direct or indirect attacks on British interests was 
in evidence in the discussions which took place on the Customs 
issue. The Japanese demand for the withdrawal of all Chinese 
governmental agencies from Shanghai, if carried to its logical 
conclusion, would mean that the regular Customs Administra- 
tion would no longer collect the revenue at this most important 
port. Moreover, the Japanese spokesman intimated on Novem- 
ber 24 that his government was prepared to support General 
Matsui in whatever action he took as to the Customs and Postal 
Administrations in Shanghai. The Japanese, he said, considered 
it proper that the Customs should be under Japanese military 
control in view of their close connection with the Nanking Gov- 
ernment. The British Government, in response to these threats 
to the Customs, sent instructions to its ambassador in Tokyo to 
make clear to the Japanese Government that the British 
claimed the right to be consulted on any arrangements concern- 
ing the Customs. The Japanese Foreign Office replied on No- 
vember 29 that the Japanese forces considered it necessary to 
take control of the Shanghai Customs as a means of attacking 
the Chinese military power, but added that the interests of for- 
eign powers would be respected. 

Mr. Eden outlined the position of his Government in the 
House of Commons on December 1. 

During the course of last week, publicity was given to a number of utter- 
ances attributed to the Japanese military authorities in Shanghai which 
appeared to His Majesty’s Government to constitute a serious threat to 
the proper functioning of the Chinese Maritime Customs, and to the service 
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of the foreign loans secured on the Customs revenues His Majesty’s Gov- 
ernment accordingly entered into consultation on the subject with the 
United States and French Governments. His Majesty’s Government have 
reminded the Japanese Government that the Chinese Maritime Customs 
have at all times been an international interest, and that they expect to 
be fully consulted m regard to any arrangement which may be reached for 
the carrying on of the Customs service during the present hostilities. Similar 
representations have been made by the United States and French Govern- 
ments Discussions on the subject are still proceeding.^ 

Discussions did not restrain the Japanese from shelling the 
Chinese Customs cruiser Cha Hsing in Hongkong waters or 
prevent the Provisional Government in Peking from taking 
over the Maritime Customs offices at Tientsin and Chinwang- 
tao. The Japanese had promised that loans secured on the 
Customs were to be dealt with '‘in a fair and just manner” and 
the principle of the open door and equal opportunity was to be 
maintained, but the Domei Agency in Shanghai stated that now 
that so many Japanese had been appointed to high posts, Great 
Britain would no longer be able to take the "former high- 
handed measures, thus ending the deep-rooted evils surround- 
ing the Chinese Maritime Customs.” 

The ''Ladybird'' Incident 

At this time the spectacular Ladybird and Panay incidents 
drew attention from the Customs issue, as well as all other less 
colorful questions. After the taking of Shanghai, the Japanese 
troops had begun a drive up the Yangtze toward Nanking, and 
on December 1 foreign vessels were warned to move upstream 
as the Yangtze was to be blocked just below Nanking. The 
attacks on the Panay and Ladybird received the greatest atten- 
tion and publicity, but were really the climax of a series of 
similar incidents. On December 5, 1937, several British ships 
lying off the port of Wuhu, which is above Nanking, were at- 
tacked by Japanese aircraft. The steamer Tuckwo and a hulk 
belonging to Jar dine, Matheson and Company were destroyed, 
while the Tatung (Butterfield & Swire) was damaged. At the 
same time, H.M.S. Ladybird was struck by splinters and her 
captain wounded. The Japanese Admiral commanding at 
Shanghai expressed his regret to the British commander-in- 
chief, and Tokyo informed the British ambassador that they 
were prepared to consider compensation for damage. This readi- 

^ Parliamentary Debates^ House of Commons, Vol. 329, col. 2047. 
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ness to apologize did not prevent the occurrence o£ a more 
serious incident exactly one week later. On December 12 a 
concentration of British shipping accompanied by H.M.S. 
Cricket and Scarab was bombed thrice in succession at a point 
on the river between Nanking and Wuhu. No hits were regis- 
tered and no results of the return fire were reported. At Wuhu 
H.M.S. Ladybird, while moving to the support of a British tug 
which had been attacked by machine-gun fire, was fired on and 
hit by field guns, and one of her crew was killed. The flag cap- 
tain was wounded. One, at least, of the British merchant ships 
was hit and H.M.S. Bee, which arrived on the scene later, was 
also fired upon. The British consul-general and the British mili- 
tary attache, who were on board the Ladybird, went ashore and 
protested to the senior Japanese officer in the Wuhu area. Colo- 
nel Hashimoto. He said that he had orders to fire at every ship 
in the river, and at the same time offered the feeble excuse that 
his troops were incapable of recognizing foreign flags. Rear 
Admiral Holt, on H.M S. Bee, also landed and protested. 

The British Ambassador in Tokyo immediately lodged a 
strong protest and the Japanese promised to make immediate 
inquiry. Investigation showed that the attacked vessels had been 
in an area designated as a safety zone by the Japanese com- 
mander-in-chief, and that Colonel Hashimoto had been offi- 
cially informed of the arrangements for the concentration of 
British vessels. Moreover, this officer in his interview with a 
British senior naval officer had stated unequivocally that if any 
ships moved on the river they would be fired upon, and he had 
kept the British gunboats covered by the guns of his battery at 
a point blank range. 

This inexcusable attack was glossed over by the British Gov- 
ernment. Although Mr. Eden, addressing the House of Com- 
mons on December 13, spoke of the ‘‘gi'ave issues” and “the 
seriousness of these incidents,” the government declared the 
Japanese apology satisfactory. It was made wdth the banal as- 
surance that the necessary measures to pre\^ent the recurrence 
of incidents of this nature had been taken, that those responsi- 
ble would be dealt with upon investigation, and that compensa- 
tion would be paid. 

The Japanese in a more formal and comprehensive reply on 
December 28 completely evaded their obvious responsibility 
for the attacks. Tokyo maintained that the incidents occurred 
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because of the assumption that all foreign warships and vessels 
had sought refuge from the vicinity of warfare and that, there- 
fore, the vessels remaining were enemies. This, combined with 
poor visibility, was given as reason for the affirmation that 
“there is no room for doubt that they did not intentionally at- 
tack the vessels knowing them to be British.” The note assured 
the British Government that those responsible for the incidents 
had been dealt with properly for failing to take the fullest meas- 
ures of precaution. In addition, strict orders had been issued 
against attacks on vessels not clearly identified as being used for 
military purposes by the Chinese. The naval authorities had 
also enjoined the greatest caution in areas where foreign vessels 
were to be found. The hope was expressed that the British 
Government would appreciate the measures taken in the “sin- 
cere desire to render more effective and valid their guarantee 
of the rights and interests of Great Britain and other Third 
Powers.”^ A British note of December 31, 1937, expressed satis- 
faction with the declarations by Tokyo, and asked to be in- 
formed of the details of the measures to be taken and their 
effective application, thus ending the diplomatic exchanges 
arising out of the Ladybird incident.^ Thus the British Govern- 
ment allowed this, like the other flagrant violations of British 
rights, to be settled by the repetition of apologies, assurances 
and monetary indemnifications.^ 

s London Times, December 3, 1937. 

^ The Panay incident, which took place simultaneously with the Ladybird in- 
cident, received more popular attention both in Great Britain and in the United 
States. 

5 An important example of this was the bombing of Nanking and Canton On 
November 19 the raids upon Nanking were resumed. On the same day Vice- 
Admiral Hasegawa notified the consular body that “the Chinese forces and estab- 
lishments pertaining to military activities m and around Nanking’' would be 
bombed. “Full consideration will be given to the safety of the lives and property 
of the nationals of fnendly Powers but in view of the possibility of such becoming 
dangerously involved in spite of precautions, the Commander-in-Chief of the 
Third Fleet is constrained earnestly to advise such officials and residents, also 
the warships now in Nanking, voluntarily to move to greater safety farther up 
the Yangtze River ” The interested foreign powers were quick to reply. Oral rep- 
resentations were made by the British, American and French ambassadors in 
Tokyo, in which the bombing of other than military objectives and the sugges- 
tion that foreigners should be withdrawn were protested. The Japanese Govern- 
ment would be held responsible for any loss of the lives or the property of the 
nationals concerned. Mr. Hirota replied to the British and American protests 
by giving a guarantee that non-combatants would not be attacked and that 
foreign rights would be respected Admiral Hasegawa’s warning had only in- 
tended to ensure the safety of foreigners and to avoid causing incidental damage 
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The British Government not only practiced this policy o£ re- 
treat, but even openly stated its inability to check Japan’s 
aggression. Mr. Eden, speaking to the House o£ Commons on 
December 21, 1937, said: 

We are told that in the Far East today we ought to be upholding the 
rule of law. . . If hon Members opposite are advocating sanctions . . 

I w^ould remind them that there are two possible forms of sanctions — the 
ineffective, which are not worth putting on, and the effective, which means 
the risk, if not the certainty of war I say deliberately that nobody can con- 
template any action of that kind in the Far East unless they are convinced 
that they have overwhelming force to back their policy. 

Do right hon Gentlemen opposite really think that the League of Na- 
tions today, with only two great naval Powers in it, ourselves and France, 
has got that overwhelming force? It must be perfectly clear to everyone that 
that overwhelming force does not exist 

The North-China Herald wholeheartedly supported the 
'‘calm manner” in which the British Cabinet was handling the 
Far Eastern situation. It also expressed satisfaction with Japan’s 
apology and oiffer of indemnities for the Ladybird and Panay 
incidents. 

It would be unjust to ascribe to them motives which few thinking people 
will believe. The world at large will be ready to give them the benefit of 
the doubt.® 

This readiness to mollify the Japanese contrasted sharply 
with the attitude toward the Chinese. By the first week in 
December 1937, the fall of Nanking appeared inevitable. Again, 
as earlier in the war, the Chinese were called upon to surrender. 

to foreign residents. The United States, not satisfied with this reply, sent a note 
strongly condemning the proposed attacks The British Foreign Office, although 
expressing satisfaction with the action taken by the United States, chose to make 
only oral representations through the British ambassador m Tokyo. Attacks on 
Nanking followed. These, coupled with an attack on Canton on September 23, 
evoked representations from six foreign powers, Great Britain, the United States, 
France, Germany, Italy and the U SS.R. The Japanese saw fit to draw back, and 
assurances were given that fresh and strict orders had been sent to the Japanese 
commanders in China to safeguard the lives and property of non-combatants, 
especially those of neutral countries On September 29 the Japanese replied in 
identical notes to the British, French and Ameiican representations of September 
23. No pledge to refrain fiom bombing was given, but the assertion was made 
that the aerial operations were not directed at non-combatants The suggestion 
that foreigners should evacuate areas subject to Japanese air attack was repeated. 
Nanking was spared direct assaults on the civilian population but in Canton 
residential districts were raided. The Japanese promises about non-combatants 
and foreign residents and propeity weie broken again and again during 1938 
and 1939 

® North-China Herald, December 22, 1937. See also issue for December 9. 
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The Government has shown itself courageous in steeling the nation’s 
resistance It can show itself infinitely more courageous if it acts in full 
recognition of the fact that the possibility of continuing that resistance is 
beyond human competence 

Finance and Commerce wrote: 

The hope may be expressed that the capture of Nanking by the Japanese 
will see the beginning of the end of the war in China, and that differences 
will permit of a return to more normal conditions at the beginning of the 
New Year. 

It may be true that certain sections of the Chinese army could carry on 
the fight, but their resistance would not be that of the country as a whole, 
and while it might delay, it is doubtful whether it would prove any serious 
permanent obstacle to the development of plans which Japan would in- 
evitably put into effect for the administration of the territory now under 
military control ... In her drive upon Nanking, Japan has bombed and 
fired upon British ships and has sunk an American gunboat, and there are 
those who contend that these attacks were planned in full realization of 
the consequences that might follow We do not subscribe to that view 
because, although the Japanese military command may seem to be running 
amuck, it is inconceivable that it has so completely lost all sense of re- 
sponsibility as to provoke deliberately a war with Great Britain and America 
combined At the same time, it must be recognized that while this unde- 
clared war in China continues, there is the ever-present danger of more 
widespread catastrophe. For the sake of China and for the sake of the 
world, we trust drat Nanking will see the finish of the conflict.® 

But the fall of Nanking on December 13 did not see the end 
of hostilities and the ‘‘unfortunate fact” had “to be faced that 
the prolongation of hostilities for an indefinite time is the only 
remaining probability.” The indication that the conflict would 
continue was described as “the most tragic development since 
that fatal day in July when the crisis arose.” Attempts were 
made to convince the Chinese that their decision to continue 
resistance was not wise. 

China may be better situated to fight a prolonged war than Japan, but 
it is only the confirmed optimist who will believe that she has any real 
chance of expelling the enemy from her shores. Her industrial schemes 
have now been completely wrecked by Japanese action, and when peace 
does come it will be years before that damage can be repaired. In the mean- 
time foreign interests are suffering badly and may be expected to continue 
to do so For many concerns in China the outlook is black indeed, and the 
possibility of ruination without any prospect of ultimate recovery is some- 
thing which many firms are already obliged to contemplate. And so from 
every point of view it is desirable that the question of coming to terms 

7 North-China Herald^ December 9, 1957. 

^Finance and Commerce, December 15, 1937, 
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should still receive earnest consideration The war-mongermg pacifists 
who shout encouragement to China to fight to the last man, may be paying 
adequate tribute to the sacredness of principles, but such advice given from 
the safety of the foreign areas of Shanghai savours too much of unreality.® 

The concern expressed over the future of British interests in 
China was well justified by the actual situation. Shanghai was 
facing an acute economic crisis, business in Tsmgtao was at a 
complete standstill, while Hankow was suffering from the dis- 
ruption of its normal relations with Shanghai. 

The conciliatory attitude adopted by the British was not 
reciprocated by the Japanese during this period. The Japanese 
policy of attempting to keep Great Britain and the United 
States apart by attacking the former and mollifying the latter 
now began in earnest. Thus Yomiun published an article on 
November 11 declaring that Japan’s ultimate enemy was Great 
Britain and interpreting the Brussels Conference as a British 
maneuver against Japan. Admiral Nobumasa Suetsugu, Japa- 
nese home minister, in an interview granted to the Tokyo 
correspondent of the Paris Soir, clearly indicated the Japanese 
line of attack, divide and rule. Overtures were made to France 
to draw her away from co-operation with Great Britain since 
friction between Japan and France “could only arise from too 
close a cooperation between France and Great Britain.” The 
North-China Herald commented that this statement 

must be taken to mean exactly what it implies, namely that Japanese 
policy is aimed at isolating Britain from states with ^vhom she is in the 
friendliest contact and to weaken the relation of the nations whose interests 
in the Far East are being imperiled by Japanese action 
^North-China Herald, December 29, 1937. See also Finance and Commerce, De- 
cember 22 and 29, 1937. 

North- China Herald, December 29, 1937. 



CHAPTER VII 


FROM NANKING TO THE INVASION OF 
SOUTH CHINA— I 

Concern over Japanese policy increased during the period 
from the capture of Nanking to the taking of Canton, but the 
dominant characteristics of British policy remained neutrality, 
impartiality and diplomatic friendliness to both sides. In prac- 
tice this meant increased conciliation toward the Japanese, at 
times even capitulation. The significance of this attitude on 
the part of Britain was heightened by the already abundant 
evidence that the Japanese actions were a challenge to Western 
interests as well as an attack on China. The primary concern in 
Great Britain at the outbreak of hostilities in North China had 
been with their effect upon the international system. Later 
Japanese bombing drew attention to the horrors of air war- 
fare and the plight of civilian non-combatants. But with the at- 
tacks on foreign nationals and property, culminating in the 
Panay and Ladybird incidents, the threat to foreign rights and 
interests in China came to the center of the stage. 

The succession of events after the fall of Nanking proved the 
futility of the British policy of conciliation and concession to 
aggression — more popularly known as “appeasement.” The 
only instance in which an Anglo- Japanese agreement was 
reached was at the expense of Great Britain. In the other con- 
flicts between Japan and Great Britain, no agreement could be 
reached, and major British interests suffered. 

Agreement on Customs Administration 

The agreement on the Customs Administration came after 
many months of negotiation. The British ambassador at Tokyo 
had impressed upon the Japanese Government the importance 
which his government attached to the maintenance and protec- 
tion of their interest in the revenue of the Chinese Maritime 
Customs. The Japanese gave assurance that they had no inten- 
tion of taking over the Shanghai Customs but were merely 
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placing the customs revenue in the Yokohama Specie Bank for 
“safekeeping.” In March 1938 they promised to maintain the 
service of foreign debts secured on the Chinese Maritime Cus- 
toms. An agreement to this effect was reached between the 
British ambassador and the Japanese foreign minister in April 
and published simultaneously in London and Tokyo on May 3. 
The text of the communique was as follows: 

Unofficial conversations have been taking place since February last, be- 
tween the British Ambassador and the Vice-Minister of Foreign Affairs 
regarding the servicing of Foreign obligations secured on the Chinese 
Maritime Customs, and other relevant matters. 

As a result of this exchange of views, the Japanese Government has noti- 
fied the British Government in the United Kingdom, of the temporary 
measures it proposes to take, during the period of hostilities, to regulate 
these matters. 

In reply, the Japanese Government has received assurances that the 
British Government will, for its part, offer no objection to the application 
of these measures for the period mentioned 

It is further understood that the Governments of the United States and 
France do not propose to raise any objections to die temporary application 
of these arrangements, which will be subject to reconsideration in the 
event of a radical change occurring in economic conditions 

All revenues collected by the Customs at each port within areas under 
Japanese occupation are to be deposited with the Yokohama Specie Bank. 

From the revenues thus deposited, Foreign loan quotas will be remitted 
to the Inspector-General of Customs to meet m full the servicing of foreign 
loans and indemnities secured on the Customs revenue 

The servicing of such foreign loans and indemnities will be treated as 
the first charge on the Revenue, after deducting the maintenance expenses 
of the Customs Administration and certain Customs payments and grants 

Foreign loan quotas for each port will be determined monthly in pro- 
portion to the share of that port in the total gross collections for all ports 
during the preceding month. 

Arrangements will be made for payment to the Japanese Government 
of the arrears of the Japanese portion of the Boxer Indemnity held at the 
Hong Kong and Shanghai Bank since last September. 

Arrangements will also be made: 

For meeting future payments in respect of the Japanese portion of Boxer 
Indemnity and the Japanese share of the reorganization loan of 1913; 

For repayment of the overdraft incurred by the Inspector-General of 
Customs since January in relation to the Shanghai share of the Foreign 
loan which has been accumulating in the Hong Kong and Shanghai Bank, 
at Shanghai; 

For the transfer to the Yokohama Specie Bank of the balance of the Cus- 
toms accounts with the Hong Kong and Shanghai Bank in each port under 
Japanese occupation, and its utilization for the future servicing of foreign 
obligations. 
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The arrangements, having regard to the military situation in the Far 
East, appear to the British Government to offer the best guarantee obtain- 
able for safeguarding the interests of the holders of China's Foreign obliga- 
tions secured on the Customs Revenues and, by this, assist in maintaining 
China’s credit.^ 

The agreement received a half-hearted reception in England. 
The London Times regretted that no assurance had been of- 
fered on the preservation of an element of international control 
over the Customs Administration. The Manchester Guardian 
drew attention to the difficulty of knowing when the hostilities 
were over and to the fact that the quota of the Manchukuo 
Customs for loan service was obtainable only on condition that 
China recognize Manchukuo. ''Might not a similar situation re- 
sult in North China?’' it inquired. “The people of this country 
should remember these facts before congratulating the British 
Government on rescuing their money.” The North-China 
Herald of May 11, 1938, described the arrangement “as the 
only effective means of making the best out of a bad business,” 
and accepted it “as one which may tend towards the fuller execu- 
tion of the Japanese assurance regarding the intention scrupu- 
lously to respect the interests of foreign neutral Powers in 
China, which if amplified in other directions would also serve 
greatly to restore some of the confidence which is at present 
lacking.” On May 11 Finance and Commerce asked whose credit 
was meant when the British Government agreed to continue to 
help maintain China’s credit. Did it refer to the “Provisional 
Government” in Peiping, to the “Reformed Government” in 
Nanking which had come into existence under the Japanese 
protection, or to the “National Government” which the Japa- 
nese had sworn to destroy? 

The Chinese Government, aggrieved by the entire matter, 
declared in a note to the British Government that it was in no 
way bound by the Customs arrangement and that China re- 
served her full rights and freedom of action in matters pertain- 
ing to the Customs.^ 

This Customs Agreement was a turning-point in British in- 
fluence in China, for it ended a period of eighty years during 

1 British Chamber of Commerce Journal, Shanghai, May 1938. 

2 In Shanghai the Chinese staff of the customs service struck in protest against 
the provisions of the agreement and the appointment of a representative of the 
Japanese-sponsored Nanking Government to a high executive post in the customs 
service. 
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which the predominant interest of Britain in the Chinese Cus- 
toms Administration had been undisputed. Although the Japa- 
nese, by their seizure of the treaty ports of Shanghai, Tientsin 
and Tsingtao, controlled, on the basis of 1937, about sixty 
per cent of the total Customs revenue of China, the revenue 
derived by the Nationalist Government from the trade of Han- 
kow, Canton and Kowloon, plus the returns from the interport 
duty, would have sufficed to cover all of the current service on 
China’s Customs-secured foreign indebtedness, amounting to 
roughly Ch$ 75,000,000 annually.^ The British Government, 
however, chose to play safe and concluded the Agreement. 

The provisions did seem to provide additional security for 
China’s creditors, but on the debit side the right of the Japa- 
nese-controlled autonomous regional governments in China to 
take over the Customs was conceded. In addition, the custody 
of the Customs funds was transferred from the Hongkong and 
Shanghai Banking Corporation to the Yokohama Specie Bank 
— an action not contributing to British prestige in the Far East. 

The Customs Agreement proved to be a blunder of the first 
magnitude, for while Britain’s predominant position in the 
administration was transferred to the Japanese, the creditors of 
China were not safeguarded and attacks on the Customs Admin- 
istration outside of the occupied territory continued.^ As seen 
by the authoritative Oriental Economist (Japanese edition), 

The present agreement ... is ... an elegy telling of the decline of 
British influence in the Orient By this agreement, the British ha've con- 
sented to retreat from the scene and to remain content with only the 
assured position of creditor to China, the same position held by other 
countries.® 

By July 1 the Japanese had defaulted on the monthly install- 
ments due on the foreign loans. 

The apprehension caused by the Customs Agreement was 
increased as a result of various other measures which were being 
taken by the Japanese themselves or by the Japanese-supported 
Governments, and which were greatly injuring British interests. 
The most important of these were tariff revisions, closure of the 

s At the rate of Is 2i/^d per Chinese dollar. 

^ On August 2, 1938, a Chinese Maritime Customs ciuiser was bombed by Japa- 
nese seaplanes 36 miles below Hankow and the British commander was killed. 

5 “Significance and Effect of the Anglo-Japanese Customs Agreement on the 
Chinese Maritime Customs Administration,” Oriental Economist, Japanese Edi- 
tion, Tokyo, No. 1812, May 14, 1938, p. 23. 
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Yangtze, pressure on the International Settlement, failure to 
prevent smuggling and neglect of conservancy work in the 
Whangpoo River. 

On January 21, 1938, the Peking Provisional Government an- 
nounced a series of reductions in the North China Customs 
tariff.® The Customs surtax was abolished, and a five per cent 
duty imposed for the benefit of the war-ravaged areas. There 
were substantial reductions in the duties on cotton and woolen 
piece goods, cotton yarn, artificial silk, petrol, metalware, etc., 
and the export of cotton seed and linseed was to be free, while 
duties on raw cotton, iron, wool and ores were quadrupled.^ 
The Provisional Government stressed “that the revision of the 
tariff rates is based solely on the desire to aid the populace of 
the distressed areas, and is not in any way intended as discrimi- 
natory treatment against other nations,’' but, as stated by the 
British Chamber of Commerce Journal, “this spontaneous so- 
licitude for the welfare of the people of the North will in effect 
be very beneficial to trade between Japan and North China, 
though it is hardly calculated to have equal beneficial effect on 
trade between North China and other Foreign Countries.”^ 
The British were reported to have made representations to the 
Japanese Foreign Office on the matter, pointing out that the 
revision was contrary to treaties establishing a unified customs 
tariff throughout China. The Japanese took the position that 
the issue of customs tariff did not concern them and that any 
representations on it must be lodged with the local authorities.® 

The Customs Agreement of May 1938 did not restrain the 
Nanking Reformed Government from announcing on May 31 
that, as from June 1, 1938, the new tariffs in force in North 
China would be applied throughout the territory controlled by 
the Nanking and Peking Governments. The revision was an- 
nounced as being only temporary and further amendments 
were to be made when the two governments were merged. 

The significance of these changes was evident to the British 
community. Although foreign business would not be much 
affected immediately, because of the almost “dead” market at 
this time, it was understood that a so-called “economic bloc” of 

® East Hopei was brought within the scope of the new schedules 

'^For the schedule of revised tariff rates, see British Chamber of Commerce 
Journal, February 1938. 

^British Chamber of Commerce Journal, February 1938. 

North-Chma Herald, February 9, 1938. 
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Japan, Manchukuo and China was planned. The one point 
which was regarded with satisfaction was the promise that Japa- 
nese goods would be subject to the rates, for this would end 
the increasing amount of smuggling at Shanghai. Comment in 
foreign business circles was cautious for the most part, and the 
inspector-general of Customs was advised to recognize the ac- 
complished fact. The North-China Herald spoke in guarded 
and at times apologetic tones. 

This journal is still inclined to believe m the validity of the many prom- 
ises which have been given and prefers to think that the wide divergences 
between the import figures of Japanese and other goods is the result of 
those eccentricities for which the Tokyo Government cannot entirely be 
held responsible.^® 

The Yangtze River Closed 

Japan’s intention of dominating not only northern China but 
also the Yangtze region was indicated in the tariff changes 
adopted by the Nanking Government, but an even more serious 
threat to Britain’s predominant position in the Yangtze valley 
was Japan’s refusal to open this river to Western commerce. 
British trade on the Yangtze, the most important trade artery 
of China, had suffered severely as the result of hostilities. The 
Chinese had placed a boom at Kiangyin^^ to impede the Japa- 
nese advance, making detours around it necessary in order to 
reach ports upstream. Until after the fall of Nanking the two 
major British shipping companies concerned — the Indo-China 
Steam Navigation Company (Jardine, Matheson & Co.) and 
the China Navigation Company (Butterfield and Swire) — ^weie 
content to maintain regular services between Shanghai and 
Nantungchow, situated just below the Kiangyin boom. Early 
in 1938, however, the companies endeavored to extend the 
service to Kuan, which is above the boom and about a mile 
from Chunkiang (156 miles from Shanghai). The Japanese 
naval authorities opposed this plan on the ground that the river 
was still heavily mined. It was undesirable, they said, for mer- 
chant ships to proceed above the boom without a proper 
convoy, and they did not favor requests for naval convoys for 

"^^North-China Herald, June 8, 1938. This conciliatory attitude was not in 
accord with the general editorial policy of the time and was perhaps a result of 
the overtures of friendship being made by the Japanese to the British at this time. 

Kiangyin is about 95 miles upstream from Shanghai, but it is the first place 
where the Yangtze narrows enough to make a boom effective. 
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merchant ships. In this way British shipping was kept from 
going up the river. Furthermore, official British objections to 
interference with freedom of navigation on the Yangtze were 
discounted by the Japanese as invalid because the Yangtze 
was '‘open.” Thus on the one hand it was maintained that the 
river was not closed to non-Japanese shipping and, on the 
other, military necessity was pleaded as the excuse for closing 
the river.^^ 

However, by March 1938 the Japanese were ready to “admit” 
that the Yangtze River was closed to foreign shipping. The ex- 
cuse was still given “that the Yangtze is not yet safe for the 
navigation of foreign vessels ” The argument of military exi- 
gencies, which could be used with some logic before the fall 
of Nanking, had less value after the fall of Hsuchow in May 
1938. The British authorities then again proposed that the 
Yangtze be opened to merchant shipping. Mr. R. A. Butler, 
Under-Secretary of State for Foreign Affairs, revealed to the 
House of Commons on June 20, 1938, that Vice-Admiral Sir 
Percy Noble, commander-in-chief of the British China Squadron, 
had pressed the Japanese military and naval authorities in 
Shanghai to allow freedom of transit on the Yangtze. The Japa- 
nese had replied that they regretted their “inability to concede 
this request, on the ground of military necessity.” The British 

^2 “As IS known, a part of the booms on the Yangtze River which were originally 
constructed by the Chinese for their military purposes has recently been foiced 
through by the Imperial Japanese Navy with a view to utilizing the opening only 
for military navigation 

“Since the Channel forces through the booms cannot be opened for free navi- 
gation without causing, m the present circumstances, no small obstacle to the 
military operations of the Japanese Forces, any vessel whether it be government- 
owned or private-owned, other than those of Japanese nationality, which has the 
desiie of passing through the channel, is hereby cordially requested to get in 
touch with the Japanese Navy and secure beforehand their understanding for its 
prospective navigation through the booms 

“Needless to add, the Japanese Navy are always ready to give sympathetic under- 
standing to the navigation of foreign vessels so far as is permissible from the 
military point of view and to offer facilities for the passage of such vessels by 
supplying a convoy. 

“It is, theiefore, the earnest desire of the Imperial Japanese Navy that the ves- 
sels of the interested powers, taking full cognizance and appreciation of the above- 
mentioned circumstances, will scrupulously refrain from attempting to navigate 
through the forces channel freely or in such a way as may invite misunderstanding 
with the Japanese Navy.*’ 

Note of January 10, 1938, handed to Mr. N. Hall, the senior consul at Shanghai, 
by Mr. Suemasa Okamoto, Japanese consul-general, to be circulated to the other 
membeis of the consular body. 
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Government, Mr. Butler went on to say, while feeling that there 
might be some ground for a refusal based on this reason, provid- 
ing that no discrimination was practiced, were ‘'dissatisfied 
with the position” and were considering whether any further 
steps could be taken in the matter. This was the situation in the 
summer of 1938. 

Meanwhile, Shanghai could not recover its pre-war impor- 
tance if it continued to remain divorced from its hinterland, 
the Yangtze region. Thus the closure of the Yangtze was in 
effect an attack on Shanghai itself, as well as on British shipping 
and trade on the river. Nor was this the only Japanese action 
which obstructed the recovery of Shanghai. Other acts were 
interference with shipping, smuggling, censorship of the foreign 
press, termination of the Whangpoo conservancy works and re- 
strictions in the areas of Shanghai and the International Settle- 
ment occupied by the Japanese. 

On March 22, 1938, regulations for inland water navigation 
were issued by the Japanese authorities. They required that all 
vessels obtain permits from the Japanese authorities under pen- 
alty of the seizure of both ships and cargo. The British Govern- 
ment was quick to deny the right of Japan to apply such regula- 
tions to British ships, but, like many other British protests, this 
one also went unheeded. 

Smuggling 

Japanese smuggling at Shanghai reached serious proportions, 
hampering all non-Japanese foreign trade. The right to import 
military supplies free of duty, which was accorded to Japan by 
the Treaty of 1930 with China, was used to cover evasion of 
duty on ordinary merchandise. All steamers were designated 
“transports,” though they carried cargo for both Japanese and 
foreign shippers. The goods which were being brought into 
Shanghai without the payment of customs dues included arti- 
ficial silk, sugar, beans, piece goods, bean oil, cigarette paper 
and sea products. 

On reply to a question in the House of Commons on May 4, 
Mr. Butler said that the Japanese Government had repeatedly 
been urged to put a stop to this abuse. He expressed the hope 
of the Government that more effective action would be taken as 
a result of the Customs Agreement. The situation again came 
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up on May 11. Mr. Hannah, National Conservative, asked if 
the Japanese Government, in notifying Great Britain of ar- 
rangements relating to the disposal of Chinese Customs rev- 
enue, had given assurance or made any statement regarding 
repeated complaints that Japanese goods were being admitted 
to Shanghai without payment of duty. Mr. Butler replied that 
in recent discussions Japan had assured the British Government 
that normal conditions would be restored and payment of duty 
by all Japanese importers would begin at the earliest possible 
date. 

Similar assurances had been given in Shanghai on May 9 by 
a Japanese Embassy spokesman: ''The Chinese Maritime Cus- 
toms in Shanghai and the Japanese-occupied area in Central 
China will begin to function normally in the near future.'’ The 
Customs, he added, were not yet collecting duty on goods 
destined for the use of the Japanese community in Shanghai, 
but goods now entering free of duty (with the exception of 
those destined for the armed forces) would in the future pay 
the required duty. The Japanese authorities thus admitted the 
existence of legalized smuggling. 

This smuggling continued in spite of Japanese assurances, 
even after the Japanese took over control of the Customs Ad- 
ministration. Smuggling had been a chronic problem in China 
for many years. Now, with the Shanghai Customs under the 
supervision of the Japanese, the situation was somewhat similar 
to that which existed in the "East Hopei Autonomous Region” 
before the war, where the responsibility of the Japanese officials 
had been apparent. Only one of many Japanese policies injuri- 
ous to British interests, the Shanghai smuggling was now re- 
garded as part of a general, deliberate policy of embarrassing 
and squeezing British interests out of Shanghai and Central 
China. 

Conservancy Work in the Whangpoo River 

The failure of the Japanese to resume conservancy work in 
the Whangpoo River, on which the port of Shanghai is situated, 
was another indication of Japan’s anti-British aims. When hos- 
tilities broke out in Shanghai in August 1937, conservancy 
work was naturally suspended. With the capture of Shanghai, 
the Japanese fell heir to the material belonging to the Whang- 
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poo Conservancy Board.^^ There was no criticism of this step, 
the British accepting it as an inevitable result of the war. How- 
ever, the dredging apparatus, which in peacetime was continu- 
ously active for the maintenance of the port of Shanghai, was 
allowed to remain idle. By April 1938 it was seen that the 
Whangpoo, with its rapid, silt-laden current, was effecting big 
changes in the port. Wharves were in some cases imperiled by 
the fast-moving waters while continual deposit of water-borne 
earth was quickly making others inaccessible. Cases were re- 
ported in which wharves could only be reached at high tide, 
where previously they were available at the lowest water. The 
normal risks attendant upon bringing large, ocean-going vessels 
up to their berths in the harbor were being increased, and fear 
was expressed that the dangers would increase to such an extent 
that shipping companies would not dare to risk their craft by 
coming up the river.^^ 

Upon the state of the Shanghai harbor largely depended the 
commerce, industry and economic well-being of the city. The 
responsibility for the harbor’s deterioration obviously lay %vith 
the Japanese. All the apparatus for the maintenance of the 

While the Whangpoo Conservancy Board was an organ of the Chinese Govern- 
ment, the foreign interests involved bestowed upon it an international status. On 
April 9, 1912, an agreement w'as reached between the Peking Government and the 
ministers of the Treaty Powers providing for the foimation of the Whangpoo 
Conservancy Board of Administration and also a Consultative Board. The Board 
of Administration was to consist of three members— the Kiangsu Commissioner for 
Foreign Affairs, the Shanghai commissioner of customs and the Shanghai harbor 
master The Consultative Board was to be comprised of the following* 

(a) Five members appointed as follows* the several ministers at Peking of the 
five nations having the largest tonnage entering and clearing at Shanghai shall 
each determine at their discretion the means by which one member of their na- 
tionality shall be selected, and the consuls-general at Shanghai shall notify the 
Conservancy Board of the selection made and of any subsequent changes 

(b) One member appointed by the Chinese Chamber of Commerce. Toward 
the financing of the scheme the “several Chambers of Commerce and Associations 
representing the Commercial interests of Shanghai” agieed for conservancy pur- 
poses to levy a tax of 3 per cent on the prevailing Customs duties and a new 15 
per cent tax on duty-free goods. There was also provision for a governmental grant, 
but actually about 80 per cent of the board's income was contributed by foieign- 
fiagged shipping 

British Chamber of Commerce Journal, May 1938, In addition to those caused 
by the discontinuance of the dredging, serious difficulties had resulted from the 
seizure by Japanese of a number of small Chinese wharves around the Point These 
had been handed over to the Mitsubishi Steamship Company for its own exclusive 
use. Foreign shipping companies formerly using the whar\es were considerably 
inconvenie'nced by being shut out from these berthing accommodations, which had 
proved useful m the existing serious shortage of such accommodations. 
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port had been taken over by the Japanese authorities and al- 
lowed to remain idle, and with no military or naval justifica- 
tion. Dredging operations would not have impeded the passage 
of Japanese ships supplying the armies in the fields, nor would 
they have interfered with the movements of the Japanese navy. 
Although no accident had occurred, it was recognized by the 
spring of 1938 that the danger was increasing each month. 

The Joint Committee of the British Chamber of Commerce 
(Shanghai) and the China Association (Shanghai Branch) 
brought the matter to the attention of the British authorities. 
However, all that Mr. Butler could say to the House of Com- 
mons on May 24, 1938, was that '‘negotiations are now proceed- 
ing between a committee of the Consular Body, supported by 
His Majesty’s Ambassador, and the Japanese authorities for 
the resumption of dredging by the Conservancy Board and for 
the return of their vessels and other property.”^^ In June 1938, 
Japanese authorities announced that arrangements were in 
progress to resume dredging of the Whangpoo River channel,^® 
but work was not resumed and the deterioration continued. 
Again British representations had met with meaningless prom- 
ises or frank rejections. British opinion in China, conciliatory 
and accommodating during the first year of the war, was becom- 
ing exasperated and aggrieved with Japan’s policies.^^ 

The Shanghai Municipal Council 

In addition to the damage to British interests arising from 
the closing of the Yangtze, smuggling, and the discontinuance 
of conservancy work, there was diplomatic pressure brought to 
bear during this period against the position of the Municipal 
Council of the International Settlement. The Japanese threats 
to the International Settlement began with the fall of Shanghai. 
After the capture of Nanking they increased. A delegation 
headed by Mr. Suemasa Okamoto, Japanese consul-general in 
Shanghai, told Mr. Franklin, chairman of the Shanghai Munici- 
pal Council, that the Japanese authorities regarded the recur- 
rence of anti-Japanese incidents as the result of the inefficiency 
of the Council’s efforts to suppress anti-Japanese elements. 

Paiharnentary Debates, House of Commons, Vol. 336, col. 1055. 

United States Department of Commerce, Bureau of Foreign and Domestic 
Commerce, Commerce Reports, June 11, 1938, p. 524. 

^’^North-China Herald, April 13 and May 4, 1938. 
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Therefore, the Japanese might be forced “to extirpate the anti- 
Japanese groups from the Settlement, thus making it a safer 
place to live in.” The Municipal Council was requested to take 
appropriate measures to eradicate anti-Japanese elements and to 
exercise rigid control of anti-Japanese newspapers. To achieve 
this the Council should increase the number of Japanese mem- 
bers of the Shanghai Municipal Police and raise their status 
and authority, and place Japanese in controlling positions in 
all the important organs of the Municipal Council. Mr. Frank- 
lin made no immediate reply, promising to make a thorough 
study of the matter. 

The situation was unique in Shanghai’s history and compli- 
cated by the peculiar basis on which the Shanghai Municipal 
Council was founded. The Land Regulations, which formed 
the basis for the Councirs authority, had not been formally 
signed by any of the foreign powers participating in the forma- 
tion of the International Settlement, although these powers had 
adhered to them over a long period of years. If any power 
should suddenly decide to flout the Land Regulations and no 
longer recognize them, a political situation would be created 
which could only be settled among the interested powers, as 
there was no law applicable to such a situation. Up to this 
incident there had been no serious differences among the pow- 
ers xvith regard to matters relating to the administration of the 
Settlement. The Japanese by presenting these demands directly 
to the Council, instead of presenting the proposals at a Council 
meeting, had placed the Council in an awkward position, as it 
could not come to a decision upon a matter of such great im- 
portance without referring it to the Consular Body. 

The Japanese did not follow up these demands with any con- 
crete action and the situation eased. However, a statement 
issued by General Matsui on January 29, 1938, helped to con- 
tinue the state of anxiety. General Matsui felt that “if Great 
Britain goes beyond her policy of simply defending her interests 
ill China and makes a determined stand to maintain her polit- 
ical and economic relations with the Kuomintang, a conflict of 
very serious nature may arise betw^een our country and our 
former ally.”^® Rumors followed that the Japanese were pre- 
paring to occupy both the International Settlement and the 
French Concession. 

London Times, January 31, 1938. 
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Nevertheless, the Japanese took no direct action against the 
authority of the Municipal Council and the latter, by March 
1938, felt able to reject the Japanese demands. The Council 
denied that it had shown inefficiency, which was the basis of 
the Japanese position, but made a small concession toward 
giving the Japanese community a larger share in the adminis- 
tration. Changes in the Secretariat, it stated, were difficult and 
it pointed out that the Japanese deputy-secretary already had 
direct access to all senior officials. The Council even took the 
opportunity to urge that the Japanese authorities should assist 
the return to normal conditions by taking steps to restore full 
Council control in the area north of the Soochow Creek. 

The Japanese consular authorities in Shanghai on April 6, 
1938, rejected the CounciFs position in a letter handed person- 
ally to Mr. C. S. Franklin by Mr. Shinrokuro Hidaka, the new 
Japanese consul-general. The letter asked the Council to re- 
consider its position and tO' meet the Japanese demand fully 
‘'when the present tense situation is mitigated and the CounciFs 
financial condition is improved.’’ Appended to the letter was a 
list of requests for changes in the municipal police force. They 
asked the immediate appointment of a Japanese officer as a 
special deputy commissioner, next in rank and status to the 
commissioner of police, who would have authority to command 
the whole Japanese staff and would participate in the general 
administration of the Municipal Council as the representative 
of Japanese interests. The memorandum took especial note of 
the CounciFs expressed intention to afford the Japanese deputy- 
secretary extended facilities, including the privilege of attend- 
ance at important conferences at which matters affecting the 
Japanese community were discussed. In announcing Mr. Hi- 
daka’s letter, a spokesman for the Japanese Embassy said that 
the return of northern areas to municipal control was not 
considered by the Japanese authorities as a sine qua non of the 
CounciFs acceptance of the Japanese requests. 

The attitude of the British community in China on the 
Japanese position, which was a mixture of a desire to placate 
the Japanese and a decided unwillingness to make any real 
concession, was well reflected in a leading article of the North- 
China Herald, While on the one hand it described the Japanese 
and the Municipal Council as being “really not so far apart as 
it would be seen at first blush,” on the other, it said that, 
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the Councirs proposals of March 18 went a very long way towards meeting 
Japanese aspirations ... In some directions the Council was unable to 
go the whole way with the Japanese and in this they have the hearty 
support of this journal. . . There can be no agreement with the conten- 
tion that because of the presence of large numbers of Japanese residents 
in certain districts the police administration shall be in any w^ay — save, 
perhaps, for modification in the nationality of the personnel — different from 
that in other areas where the same conditions do not apply. To accept any 
such contention would be to pave the way for an ultimate betrayal of the 
internationality of the whole body, and . . . bring about conditions which 
could do nothing but contribute towards disunion and consequently in- 
efficiency . . . There is no reason to believe that the Japanese authorities 
desire to do anything which might disrupt the efficiency of an excellent 
service, but there is always that grave danger if, in circumstances such as 
prevail here, changes too sudden and too drastic are made.^® 

The Japanese chose not to press the demand for changes in 
the administration of the International Settlement, and during 
June a marked improvement in the relations between the Japa- 
nese Army and the foreign communities in Shanghai was re- 
ported."^ This did not mean, however, any change in the re- 
strictions which the Japanese had placed on Hongkew and 
Yangtzepoo.^^ 

The Hongkew barriers had been lifted on February 19, 1938, 
and restrictions on foreigners and Chinese relaxed, but on 
March 22, 1938, martial law was suddenly clamped down on 
all districts north of the Soochow Creek for the first time since 
the cessation of hostilities in the Shanghai area. The occasion 
was the assassination of a Japanese in North Szechwan Road by 
an unknown assailant.^^ 

This situation aroused considerable interest in London. Mr. 
Chamberlain was queried in the House of Commons on May 9 
as to what steps he had taken to prevent the continuance of 
such conditions. Mr. Butler, replying for Mr. Chamberlain, 

In the House of Commons on May 6 Commander Marsden asked the prime 
minister whether he would call a conference of the powers enjoying treaty rights 
m the International Settlement of Shanghai with a view to issuing a joint demand 
to the Japanese Government to withdiaw from the aiea of the International 
Settlement all Japanese naval and military forces, save such as might reasonably be 
required in accordance with treaty rights for the protection of the lives and 
property of Japanese nationals m the area of the Settlement. Mr Butler “I fear 
that my hon and gallant friend's suggestion presents many difficulties and would 
not be likely to lead to any practical results.” 

^^North-China Heiald, June 22, 1938. 

21 For details of regulations, see North-China Hemld, February 23, 1938. 

22 See North-China Heiald, March 30, 1938. 
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assured the House that representations were continually being 
made on this subject both in Tokyo and Shanghai and that in- 
dividual cases were being taken up with the local Japanese 
authorities by the British consul-general in Shanghai. 

The futility of the British protests was admitted in the 
House of Commons on May 30, 1938. In reply to Mr. A. C. 
Moreing, Conservative, who asserted that the Japanese military 
authorities were refusing to allow the free passage of British- 
owned trams in the Hongkew and Yangtzepoo district, thereby 
preventing a resumption of work in British and other factories, 
Mr. Butler replied that, despite British representations, the 
position remained substantially as described. Replying to an- 
other question, Mr. Butler said that, since the cessation of fight- 
ing in Shanghai last November, the British Government had 
lost no opportunity of representing to the Japanese authorities 
the desirability of the Shanghai Municipal Council being per- 
mitted to resume normal control of the Settlement area. He 
also indicated that the Government had not yet received a reply. 

The situation remained the same throughout the summer of 
1938 and when on July 20, 1938, it was brought up again in the 
House of Commons, all Mr. Butler could say was that further 
representations in the matter had been made in Tokyo on July 
13, but that no date had yet been fixed for the restoration of 
the Hongkew and Yangtzepoo districts to the Shanghai Munici- 
pal Council. 



CHAPTER VIII 


FROM NANKING TO THE INVASION OF 
SOUTH CHINA— II 

British Impatience with Japan's Attitude 

These continued attacks on British interests lessened the will- 
ingness of the British in China to accommodate themselves to 
the new situation resulting from the Japanese invasion. They 
began to waver in their policy of advocating conciliation and 
co-operation with the Japanese, and an uncertain and vacillat- 
ing attitude was the result. 

The shift in the British attitude toward the Japanese was in 
evidence at the meeting held on April 7, 1938, of the British 
Chamber of Commerce of Shanghai, an outstanding organ of 
British interests in China. Mr. R. Calder Marshall, chairman, 
indicated the growing distrust of Japanese intentions: 

Though the Japanese Government has given repeated assurances regard- 
ing the maintenance of the territorial and administrative integrity of China 
and though her spokesmen have been equally emphatic regarding non- 
interference with foreign rights and interests, it is difhcult to reconcile such 
statements witii the events of the past eight months.^ 

These views were echoed by Finance and Commerce, which 
clearly indicated that its main grievance against the Japanese 
was not the invasion of China, but interference with British 
interests. 

For eight months there has been practically no new business, and except 
for the time occupied in looking after deviated cargo and obtaining de- 
livery from congested godowns, the period has been one mainly of waiting 
upon the future, and hoping against hope that peace would not be too 
long delayed. . . . But peace seems to be as far oft as ever and, meanwhile, 
political movements are on foot affecting wide areas which, if developed in 
the lines now apparently favoured, suggest that even when the period of 
waiting is over there will be small prospect of the foreign merchant ob- 
taining again any fair share of the trade to be done. . . Many merchants 
are anxiously enquiring what are the Japanese intentions with respect to 

1 British Chamber of Commerce, Shanghai, Twenty-Third Annual General Meet- 
ing, British Chamber of Commerce Journal, April 1938. 
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trade, when trade is once more a practical proposition, and it would add 
immeasurably to confidence i£ a satisfactory answer could be given to these 
queries. 

Commenting on the Japanese puppet governments and their 
liberality in giving monopolistic franchises to Japanese cor- 
porations, Finance and Commerce indicated the well-springs of 
its attitude on the situation in China. 

It is impossible to foretell how long hostilities will continue, when am- 
bitions will be satisfied or powers of resistance exhausted, but there is no 
doubt that the Japanese plan is to introduce some semblance of law and 
order in the territories under their control through the operation of local 
Chinese administrative bodies, and then gradually to merge these adminis- 
trations into one unit, which may claim to be the Government of China. 
It may be admitted that some attempt in this direction is essential if whole 
tracts of land are not to remain waste, and the peasants are to be induced 
to return to their homes and to resume labor on the farms. Indeed, unless 
the plan is temporarily successful, there is grave danger that the occupied 
territory will be swept by a devastating famine within a comparatively few 
months, when harvest time comes round and there are no crops to gather 
Local administrations, therefore, even under Japanese direction, should be 
welcomed and there is little sense in characterizing as traitors those Chinese 
who, during this great emergency, are willing to help in establishing them. 
As to whether the plan will be a permanent success depends, naturally, upon 
the outcome of the war, if the Japanese are not completely victorious in 
their military campaign it must fail. 

But as regards foreign prospects, the point at issue is not the success 
or failure of these forms of administrative control or whether they will be 
temporary or permanent, but whether the Japanese, in endeavoring to re- 
establish some semblance of order out of the chaos which has been created, 
are building for their own exclusive benefit or whether they will honor 
these principles of the “open door" and “equal opportunities" which they 
have repeatedly proclaimed Though Japanese spokesmen have emphasized 
that the “open door" policy will be maintained, Mr Calder Marshall de- 
clared it to be evident from the statements emanating from Tokyo that 
it was not intended that other nations should enjoy “equal opportunity" 
in major development work or industry or even m commerce. 

This view, coming from the chairman of the British Chamber of Com- 
merce, must be respected. By no stretch of imagination can it be termed 
encouraging, but if truth is to be told, it is probably shared by the majority 
of foreign merchants engaged in the import and export trade, and accounts 
for the feeling of pessimism with which in some quarters the future is 
anticipated. There is certainly nothing to be hoped for from Japanese 
success and domination if the “military necessities" which are now pre- 
venting the quick reopening of normal trade channels, are to be replaced in 
peace-time, by monopolies and tariff manipulations entirely favoring one 
nation.^ 

2 Finance and Commerce, April 13, 1938. 
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The belief that the Japanese were determined to destroy 
British interests became so strong that conciliatory Japanese 
statements were now rejected. When Mr. Masaji Yoshida, presi- 
dent of the Shanghai Chamber of Commerce and Industry, at 
that body’s annual meeting on April 19, 1938, speaking for the 
Japanese community in Shanghai declared that the Japanese 
intended to “carry on enterprises with fair play based on an 
equal footing,” skepticism was openly expressed by the British. 

These, like so many promises given in the very recent past, sound very 
well and look even better on paper, but judged in view of all that has 
happened, and is happening, they have to be very considerably discounted, 
if not completely abandoned They simply do not coincide with the facts 
as foreign interests find them m these particularly trying times . . There 
can never be any misunderstanding as to what the Open Door policy means, 
no doubt as to whether its terms are being faithfully observed, and all the 
eloquence in the world will fail to convince the foreigners that what they 
see before their eyes is not really happening. Indeed this is very much of 
an instance in which soft words butter no parsnips ^ 

This reaction was easy to understand, since, on the very day 
that Mr. Yoshida’s address was published, there appealed in the 
local press in Shanghai a dispatch from Peiping announcing 
plans for the formation of a Japanese, Manchurian and Korean 
combine with a capital of twenty million yen to take contiol 
of oil marketing in North China, while another report Irom 
Dairen told of a Japanese scheme for controlling railways, har- 
bors, and bus-services in North China. 

These plans certainly suggest that the “open door” is to be made more 
convenient for egress than entrance, and similar schemes are being formu- 
lated for that part of Central China which is now under Japanese military 
occupation ^ 

Such Japanese activities brought to the fore the question of 
the open door. The Japanese argument that changed conditions 
justified a change in the interpretation of the open-door doc- 
trine was flatly rejected by the British in China. They said that 
as long as China retained her sovereign independence and ter- 
ritorial integrity, which Japan had undertaken to lespect when 
signing the Nine Power Treaty at Washington, and as long as 
China remained a national entity recognized by the seven othei 
signatory powers, who, together with Japan, had agi'eed to assist 

^ Norih'China Herald, April 27, 1938. 

Finance and Commerce, April 27, 1938. 
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Chinese efforts at political and economic advancement, it was 
not for Japan to say how widely China’s door should be opened, 
and who might enter thereby. That was a matter which had to 
rest with an independent China.® 

This growing impatience with Japanese tactics in China did 
not, however, mean a complete and clean break with the former 
attitude of co-operation. Two weeks following the above-quoted 
Finance and Commerce issue, this same publication restated its 
hopes for co-operation. Recognizing that the Japanese pledge 
to make conditions in Shanghai less oppressive for the British 
had not been honored, it felt that “just where to place the 
responsibility is exceedingly difficult.” The average Japanese 
business man in Shanghai was pictured as being no more satis- 
fied with the existing situation than the average foreigner, “and 
both are equally anxious to see an early lifting of all restraints 
which can be removed without detriment to the military situa- 
tion.” It applauded a suggestion put forward by Lord Elibank, 
former president of the Federation of Chambers of Commerce 
of the British Empire, in a letter to the Times of April 23, 1938, 
that since in recent weeks it had been made clear that the 
Japanese Government was anxious to be on good terms with 
Great Britain, one way of doing so would be for Japan to put 
an end to her intolerable military intrusion at Shanghai, and 
give that important center some chance of retrieving its for- 
tunes, shattered by no fault of its own. 

That is a view we most warmly endorse, and commend it to the attention 
of the Japanese authorities both in Shanghai and in Tokyo as representing 
the general opinion of British and other Western businessmen in this city 
Meanwhile, what do Japanese merchants in Shanghai think about the 
situation? Are they perfectly satisfied with the way things have been going, 
or are they in favor of a policy which would restore to Shanghai something 
of that “equal opportunity'* which was formerly offered to all business men, 
irrespective of nationality? On this point it is possible to quote some au- 
thoritative opinions whidi should encourage the optimists in their faith as 
to an eventual resuscitation of foreign activities which for so many months 
have been in a state of suspended animation. 

The opinions quoted are indicative of what the British con- 
sidered a possible basis for co-operation. Mr. Masiisaburo 
Amano, president of the Japanese Shanghai Residents* Associa- 
tion, had said that rehabilitation of the city would be a task of 
immense difficulty ‘‘which seems to be well-nigh impossible 

s Ibid. 
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without outside assistance/' Discussing where such assistance 
might be found, Mr. Ryusuke Miyazaki, director of the Shang- 
hai Office of the Hsingchung Kungsu (China Development 
Company), had said: 

In the work of rehabilitating Shanghai, the question is whether to seek 
British, American, French and Chinese co-operation or to leject it. Rejec- 
tion of foreign co-operation is not advisable. Business circles wish to secure 
foreign co-operation. Big investments are needed for the economic develop- 
ment of Shanghai and South China Japan alone cannot make die invest- 
ments and we hope to obtain low interest capital from Britain, America and 
France. We believe private foreign bankers will willingly make such in- 
vestments Some oppose foreign investments for the reason that investors 
would have their own way, but when foreign mvestois have their own i\ay 
to too great an extent, we may consider means of remedying the situation 

Mr. Gengo Yasui, a former president of the Shanghai Japanese 
Residents' Association, was quoted as having said that in de- 
veloping trade with Central and South China, “Japanese should 
co-operate more closely with foreign traders." Mr Tozo Hi- 
rano, director of the Shanghai office of the Bank of Taiwan, had 
said that Japan should be careful not to impair the interests of 
the Western powers in Shanghai. Mr. Masaji Yoshida, president 
ol the Japanese Chamber of Commerce in Shanghai, had said 
that Japanese should “co-operate with dependable Chinese and 
foreign business men." Mr. Kanji Tanaka, manager of the 
Shanghai office of the Mitsubishi Shoji Kaisha, had said that he 
did "not believe the idea of creating a new Japanese colony, 
irrespective of the International Settlement and the French 
Concession, can be carried out. Without foreign settlements, 
Shanghai would be reduced to a fishing-village." 

Finance and Commerce took an optimistic view. 

These are opinions of Japanese residents in Shanghai who are not only 
familiar with business conditions as they were, but aie qualified to intimate 
as accurately as anyone the future possibilities We most sincerely hope 
their views can be effectively presented in Tokyo, where it is possible Lord 
Elibank’s opinions would not be given the same consideration Since 
Japanese business men in Shanghai recognize the importance of co-opera- 
tion with the Chinese and foreign merchants around them, tlieie is no 
reason for action or inaction by the Japanese militaiy authorities which 
makes such co-operation either difficult or quite impossible ^ 

This vacillation between severe criticism and denunciation 

® Finance and Commence, May 4, 1938. 
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of Japanese policies and willingness to co-operate was also evi- 
dent in the columns of the North-China Herald, Mr. Koki 
Hirota, the Japanese foreign minister, in an interview with the 
Reuters correspondent in Tokyo had said: “Other Powers will 
continue to enjoy an equal right to trade in and develop the 
natural resources of the occupied territory, for the economic 
development of which the investment of foreign capital is de- 
sirable.” The North-China Herald caustically pointed out that 
if Mr. Hirota was sincere, then he was surely “grievously mis- 
informed.” As for his “hoary old assurance that Japan will 
continue to protect Third Power commercial interests in this 
country,” “the time has long passed when a few concrete proofs 
of the good intentions, which the Japanese Government are 
said to have, would do more to restore foreign confidence in 
the bona fides of Japan than a dozen such declarations.” 

This newspaper, however, took the opportunity to make clear 
that there was no fundamental obstacle to Anglo-Japanese co- 
operation and to indicate how it could be achieved. 

Foreign sentiment is not so anti-Japanese as some people seem to think. 
There is disapproval of the policy followed by Japan in China and a great 
deal of criticism to be heard of recent developments there is definitely 
nothing in the shape of hatred which would make conditions here unbear- 
able. But a large number of foreigners have seen their businesses damaged 
by the outbreak of the hostilities, and the chance of their rehabilitation 
daily lessened by the delay in permitting Shanghai to get back to work 
These are matters which affect their personal fortunes, and it is but natural 
that resentment should be felt owing to the conviction formed by all that 
has happened that, no matter what Mr. Hirota may say, there are Japanese 
authorities who are deliberately frustrating the declared policy of the 
Japanese Government. That is a matter which closely concerns Tokyo, but 
no less closely affects foreign outlook upon developments in this country, 
and any indication that the declared policy of the Japanese Government was 
being implemented would do more to restore neutral confidence than is, 
perhaps, at the moment believed amongst the Japanese themselves. Mr. 
Hirota provides an instance of what could be done speedily in this direction. 
He is reported to have expressed the hopes that Japanese imports into 
China would shortly pay the normal Customs dues The day when this 
happens will see the commencement of the reorientation of foreign ideas on 
Japanese methods which prevail at the moment. The very real fact that 
Japanese importers in this country were again paying the same Customs 
dues as other foreigners would do much to allay present discontent and 
anxiety. It is not unreasonable to suggest that if foreign opinion is unfavor- 
able to Japan it is Japan’s own fault. The remedy is m her own hands, and, 
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if she fails to apply it, she has only herself to blame for the sentiment which 
must necessarily continue to be felt/ 

British Support of China 

As the British in China steadily lost faith, though not hope, 
in the possibilities of co-operating with the Japanese, more and 
more support was voiced for the cause of Nationalist China. 
When the Japanese forces were on the verge of capturing Nan- 
king, the Chinese had been advised to surrender. But the Chi- 
nese continued to fight. This refusal to capitulate made a deep 
impression on the attitude of the British in China. Not only 
did advocacy of surrender become a meaningless policy, but the 
prestige of the National Government was greatly heightened 
and doubts arose about Japan’s ability to carry her plans to a 
successful conclusion. 

After a lull of some months the Japanese forces began a 
campaign in February 1938 to take Hsuchow and thereby secure 
domination of the whole of the Tientsin-Pukow railway and its 
junction with the Lunghai Railway. The North-China Herald, 
commenting on the significance of the coming battles, noted 
that the Nationalist authorities realized that the Japanese might 
succeed, yet declared that “The prospects of severe fighting and, 
perhaps, the fall of Hankow itself, will not necessarily dampen 
the ardor of the resistance which China is presenting to the 
Japanese invasion.” In its analysis of the possible effects of the 
fighting, a new respect for Nationalist China was clearly evident. 

They have accepted the idea of a long-drawn-out struggle with the pos- 
sibility of repeated military defeats in the field, believing that an intolerable 
strain will be placed upon Japan's resources, such as to bring ultimate vic- 
tory to themselves. There are many who belie\e that this is not only possible 
but probable. . . . Despite claims to the contraiy there is \eiy little real 
evidence that m the defeats which the Chinese troops have sustained in the 
field they have suffered any material diminution in morale, and though the 
North-China Herald, May 25, 1938 The comment by Finance and Commerce 
on Mr. Hirota’s statement was even more skeptical “The open door will give 
everybody equal opportunity pioviding (1) Japanese miiiiaiy opeiations are not 
interfered with and (2) providing Japan can keep the dooi open without aespass- 
mg upon the rights and privileges vested (by Japan) m the new administiatne 
legime. Looking through Mr. Hirota’s long statement, wc cannot find many 
crumbs of comfort. No doubt the Foieign Ministei means what he savs, but he 
and others m civil authority have said the same things so many times befoie, 
without results strangely in conflict with their assuianccs, tliat this latest pledge 
will not convince the chairmen of Foieign Chambeis of Commeue in Shanghai, 
Hankow, and Tientsin that in reviewing the situation then facts have been faulty 
or their fears unfounded " Finance and Commeice, May 25, 1938, pp. 401-2 
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impending battle for the Lunghai Railway may piove a distinctly fateful 
one to either side, its loss need have no greater effect upon Chinese deter- 
mination than the fall of Shanghai or the capture of Nanking® 

This emphasis on the drawn-out nature of the war and on 
the difficulties facing the Japanese was reiterated during the 
following months. Thus, commenting on Chinese claims to sub- 
stantial victories over the Japanese forces operating along the 
Tientsin-Pukow Railway (before the fall of Hsuchow): 

The Chinese are giving the Japanese command a particularly hard nut to 
crack, and it is more than likely that the latter will require considerable 
reinforcement in men and material before they will be able to bring about 
the downfall of Hsuchowfu and thus secure union between the troops 
operating in the North and those in Central China. Whether eventually tlie 
Japanese succeed in doing this or not the fact emerges that they have 
undertaken a task which is proving not so easy of fulfillment as it was 
anticipated in those months before they embarked upon this adventure in 
China It leads to the conclusion that the end of hostilities is, from a mili- 
tary point of view, still very far away, and it is this, and not military 
reverses which may be tending ... to sober the Japanese nation. 

Since the British in China were at this time still advocating 
a policy of co-operation with the Japanese, such statements 
might indicate not only a change in attitude toward the Chi- 
nese, but also the hope that if the difficulties of invasion were 
emphasized, the Japanese might become more amenable to the 
mediation which Great Britain was repeatedly offering. 

This supposition is further borne out by other statements 
made by the North-China Herald. Thus, in discussing the fight 
for Hsuchow which was developing with increased tempo dur- 
ing the second week of May 1938 and the Japanese claims that 
the downfall of Hsuchow would bring the downfall of the 
Chinese Government, it wrote: 

In this the wish may be father to the thought. There are at present no 
indications of anything of the nature occurring, and, indeed, the utterances 
of the Generalissimo and his supporters indicate that the determination to 
resist the Japanese aggression is just as strong as ever it was, and even the 
possible loss of Hsuchowfu, which has long been contemplated by the 
Chinese command, is unlikely to have any great effect in reducing it. 

For Chiang Kai-shek had said that, if necessary, he would 
retreat into the mountains of West China whence he would 
continually harrass the Japanese forces, putting Japan to con- 
tinual and great expense and bring about that financial attrition 

s North-China Herald, February 16, 1938, pp 235-6. 
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which the Chinese leaders regarded as one means of ultimately 
winning the war. 

Pursuit of such a policy might, it is true, not lead to the driving out of 
the invaders, but it may eventually induce them to come to terms which at 
present they so steadfastly refuse to do.^ 

Chinese Overtures for Financial Credit 

The combined effect of the Japanese attack on British inter- 
ests and the growing belief that the protection of these interests 
demanded increased support for Nationalist China led to in- 
creased dissatisfaction with the ineffective policy of the home 
government. This was seen in the unfavorable response to Great 
Britain's refusal to extend financial aid to the Kuomintang Gov- 
ernment. In March 1938 Reuters reported that certain Chinese 
interests had approached a group of London banks asking for 
twelve or twenty-four months’ credit. It was believed that the 
object in seeking these credits was to guarantee China’s pay- 
ments on foreign loans. Mr. Sun Fo, president of the Legisla- 
tive Yuan, who was in London in April 1938 endeavoring to 
raise a loan for China, admitted that he had been informed that 
the chances of raising a loan, whether for China or any country, 
were “at present hopeless in view of the general confusion of 
world conditions.” Commercial credits for China, however, 
were considered feasible, he said.^^ 

The British Government, which was a party to the League 
resolutions of October 1937 and January 1938 pledging to give 
every possible assistance to China, straddled the issue of financial 
aid. Sir John Simon, replying to Mr. Arthur Henderson on 
April 14, stated that if the Chinese Government found it pos- 
sible to obtain a loan from British financial institutions, any 
request for government approval would be sympathetically con- 
sidered. This passive attitude ended the Chinese attempts to 
raise a loan in London for the time being since no proposal for 
a loan could succeed unless the British Government took the 
initiative in guaranteeing it. 

The Chinese showed diplomatic finesse in refusing to become 
outwardly nettled with the British attitude. Mr. Sun Fo ended 
his previously quoted interview with words of high praise for 

^North-China Herald, May 18, 1938, pp. 265-6. 

10 North-China Herald, March 9, 1938, p. 362. 

11 North-China Herald, April 20, 1938, p. 90. 
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the prime minister. When Sir Archibald John Clark Kerr, 
British Ambassador to China, arrived at Chungking on April 9, 
1938, to present his credentials, he was given a warm and elab- 
orate welcome by the Kuomintang authorities. Such demonstra- 
tions of friendship for the British were especially effective at this 
time since they came during a period when the Japanese were 
becoming increasingly unfriendly. 

Although these early Chinese overtures for financial credit 
received comparatively little attention from the British in China, 
when the next opportunity was offered to them for indicating 
their approval of such aid, they did so. The occasion came soon 
as the result of events in Geneva. 

On May 10, 1938, Mr. Wellington Koo made a statement to 
the Council of the League of Nations, protesting that the reso- 
lutions of the Assembly and the Council of October 6, 1937, 
and February 2, 1938, remained unfulfilled, and that nothing 
had been done to help China. China, he said, was quite pre- 
pared for further sacrifices, but she did expect the members of 
the League to come forward with material aid. He appealed to 
the Council to apply the measures of the Covenant and to 
implement the two resolutions. At a meeting of the Council on 
May 13 th, Mr. Koo demanded strong League action against 
Japanese aggression, and suggested the possibility of sanctions. 
The members declined to contemplate sanctions but, instead, 
assured the Chinese delegate of their determination to put no 
obstacle in the way of continued Chinese defense. On the fol- 
lowing day (May 14) the Council adopted a resolution urging 
League members to do their utmost to give effect to earlier reso- 
lutions of the Assembly and Council regarding the needs of 
China’s defense and to take into consideration any request she 
might make in accordance with them. Lord Halifax declared 
that the British Government had done its best ‘Vithin the 
limits which the situation in the United Kingdom imposes upon 
them” to implement its obligations to China under the resolu- 
tions previously adopted, and that it would continue to give 
serious and sympathetic consideration to requests for material 
and financial aid. 

The British in China were quick to indicate that they favored 
not merely ‘‘consideration,” however serious and sympathetic, 
but the actual granting of British aid to China. For example. 
Finance and Commerce gave much prominence to the League 
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resolution and to a letter to the London Times of May 21, 1938, 
written by Mr. F. L. Kerran who had visited China during the 
hostilities. In this “a definite move to help China thoroughly to 
defeat Japan” was strongly advocated as a ‘‘gesture which would 
substantially improve the future of Great Britain on the Conti- 
nent of China as well as in India; moreover, it would consider- 
ably weaken the effectiveness of the Berlin-Tokyo axis.” This 
letter did not suggest credits for China but rather equipment, 
munitions and expert advice. It did, moreover, offer an explana- 
tion of Britain’s policy which is not significant for its novelty, 
but rather because Finance and Commerce conspicuously re- 
printed this type of analysis. 

The explanation offered in informed circles of the British Government’s 
passive and timid policy in the Far East is that, if Japan wins the war, she 
will be compelled to come to London for credits and loans for the purpose of 
exploiting her victory, and for capital development in China When this 
position is reached, it is argued, Britain will be able to determine the terms 
on which they will be prepared to lend their money to Japan and to safe- 
guard their present investment in China 

Mr. Kerran was willing to concede that 

This may have seemed a plausible policy at tire early stages of the Sino- 
Japanese conflict, in view of past conflicts and their outcomes between 
Japan and China, but not in the present struggle 

Finance and Commerce printed this strong request for British 
aid to China next to a letter written by Mr. R. A. Butler, Under- 
secretary for Foreign Affairs, defining the Government’s attitude 
in response to an inquiry from Mr. R. H. Morgan, M. P., as to 
whether His Majesty’s Government had taken any action in 
conformity with the League resolutions. Mr. Butler’s vague and 
evasive reply contrasted sharply with Mr. Kerran s letter, and 
their juxtaposition tended to emphasize the obscurity of the 
Government’s position. The Under-Secretary wrote: 

Dear Morgan, 

I am sorry there has been so much delay m replying to the letter which 
you xvrote to the Secretary of State on April 14 on the subject of the action 
taken by His Majesty’s Government in conformity with the League’s Reso- 
lution recommending Members to ghe what assistance they could to China 
in the conflict with Japan. 

We recognize that the Members of Pailiament may have considerable 
difficulty in dealing with the questions pul to them on this subject by their 
constituents, and we have been considering what is the most helpful advice 
we can give. In the first place, we feel that it is essential that the precise 
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terms o£ these Resolutions should be borne in mind. You will recall that 
both the Resolution of October 6, 1937, and that of February 2nd, recom- 
mended that Member States should consider “how far they could individ- 
ually extend aid to China,” and should “lose no opportunity of examining, 
in consultation with similarly interested Powers, the feasibility of any further 
steps which may contribute to a just settlement of the conflict in the 
Far East ” 

You would be perfectly safe m assuring constituents that His Majesty’s 
Government have already taken practically all the steps that are open to 
them as a Government to implement their undertakings to give assistance 
to China, such as, for example, keeping Hongkong open The needs of our 
own rearmament programme preclude us from permitting the export of 
munitions on a large scale to any foreign country, but we have placed no 
obstacles in the way of British armament firms executing any orders for 
China which did not interfere with Government work. The Chinese Govern- 
ment are aware of the difficulties with which we are confronted m various 
respects, but they are equally aware that we are always prepared to consider 
any further suggestions that they may put to us The Chinese Government, 
moreover, know that if they attempt to obtain help from non-Govern- 
mental sources. His Majesty’s Government will do whatever they can to 
assist. 

As regards consultation with similarly interested powers, His Majesty’s 
Government have made it clear to all concerned, including the Chinese 
and the Japanese Governments, that they are prepared to lend their good 
offices in any endeavour to reach a settlement, provided that these good 
offices are desired by and are acceptable to both sides. 

In general, it would be correct for you to say that His Majesty’s Govern- 
ment are not in the least losing sight of the League Resolutions in question 
and are constantly reviewing all possible ways and means of assisting China 
in some way and of helping to promote a fair and reasonable settlement of 
the dispute. 

Yours sincerely, 

R. A. Butler.^2 

In brief, nothing positive about credits to China and merely a 
reiteration of Britain’s policy of keeping Hongkong open and 
offering to act as a mediator. This was little or no advance over 
the policy which was causing discontent among the British in 
China. 

By July 1938 the campaign for British credits to China had 
reached a more definitive stage, and sharp disagreement with the 
policy of the British Government was expressed in Great Britain 
and China. Lord Lytton in a letter to the London Times on 
July 5, 1938, urged serious consideration of steps to help China 
maintain a stable currency. Britain’s most material interests, 
he maintained, apart from considerations of justice and human- 

^2 Finance and Commerce, June 8, 1938, p, 454. 
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ity, dictated that she should help prevent China’s monetary sys- 
tem from collapsing under the strain of the hostilities with 
Japan. 

I£ such projects are to be abandoned at a time when the value of the 
dollar is falling purely on account of foreign invasion, not only shall we be 
open to the charge of placing in quarantine the victim of aggression instead 
of the aggressor, but we shall also be neglecting our own manifest interests 

Lord Lytton also urged that the British Government give care- 
ful consideration to every possibility of economic co-operation 
with China, especially in the undeveloped areas of the southwest. 

This lead was followed on July 14 by several members of the 
House of Commons who pressed the Government for a declara- 
tion of its attitude on the question of extending financial aid 
to China. Mr. Arthur Greenwood, Labor, asked Sir John Simon, 
chancellor of the exchequer, “whether the Chinese Government 
has applied to the British Government for a loan and, if so, has 
the application been agreed to?” Sir John replied that various 
proposals had been made by the Chinese Government for a loan 
in Great Britain. He referred to his statement of April 14, 1938, 
to the effect that “if m present circumstances the Chinese Gov- 
ernment found it possible to obtain a loan from British financial 
institutions, any request for Government approval would be 
sympathetically considered.”^^ The government, Sir John added, 
had no power itself to grant or guarantee a loan without special 
legislation, which in the present circumstances it was unable to 
introduce. 

Sir John Wardlaw-Milne, Conservative, asked if the Chan- 
cellor realized “the immense importance for all British interests 
and for peace in China of this possibility of a loan being guaran- 
teed to the Chinese Government in some form or another at 
the present time.” Sir John Simon’s reply was: “My honorable 
friend can be assured that the Go\ernment have had very closely 
and carefully under review the considerations which he has 
raised.” 

Mr. Arthur Henderson, Labor, then asked if Sir John would 
assure the House that the obliption undertaken by the British 
Government, when it subscribed to the League lesolutions 

Pfuhamcnfaiy Debates, House of Commons, Vol. 338, col. 1421. 

The question of a loan to China was bound up \uth the negotiations which 
were going on at this time betiseen Japan and Gicat Britain Chose who fa\oied 
an agreement with Japan naturally opposed a loan to China 
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pledging every possible assistance to China, would be fulfilled 
as far as possible by the British Government. The Chancellor 
of the Exchequer replied that '‘the terms of the League of Na- 
tions resolutions to which we are party have been very fully 
borne in mind.” Whereupon, Mr. Geoffrey Mander, Opposition 
Liberal, asked if Sir John did not feel, in view of all that had 
happened in the Far East, that China’s claim to assistance in the 
form of a loan was at least as great as that of Turkey. “The 
circumstances m each case,” replied Sir John Simon, “of course 
have to be weighed, and the circumstances in the present case 
are very grave and serious; but there is the consideration, which 
must not be overlooked, that in the case of Turkey we were deal- 
ing with a loan to a country which is not engaged in hostilities.” 

Thus, Sir John was evidently of the opinion, when he stressed 
the fact of hostilities, that any support to China other than 
purely commercial transactions was undesirable since it would 
be regarded by Japan as an unfriendly act and therefore unde- 
sirable. Although it was obvious that there was a marked dif- 
ference in the circumstances in Turkey and China, it was pre- 
cisely the existence of hostilities in China which had evoked the 
League resolutions calling for aid to China. Notwithstanding 
Sir John’s statement that the League Resolutions “have been 
very fully borne in mind,” nothing had been done to carry these 
resolutions into effect. 

Finance and Commerce described the Chancellor’s statements 
as being “a carefully phrased and extremely frigid reply to Lord 
Lytton’s letter in the TimesF This journal then quoted the 
“semi-official” Japan Times as saying that the powers would do 
well not to give aid to Chiang Kai-shek. 

Chiang has not a hope. Therefore, any Great Power who encourages 
him in this is inflicting a great wrong on China Moreover, it is inflicting 
a great wrong on itself For what use can China ever be now to the De- 
mocracy bloc? In fact, the longer the struggle continues, the greater the 
damage to the Powers' interest in China. 

Finance and Commerce then asked. 

Is it possible that arguments of this character have been urged upon and 
aroused sympathetic response from Sir John Simon? His reluctance (as 
Foreign Minister) to support the United States Government in February 
1932, in making a demarche to Tokyo under the Nine Power Treaty— a note 

Turkey had recently been granted credits, mainly in the form of guarantees 
up to £10,000,000, by the Export Credits Guarantee Department. 
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most carefully worded in order not to prejudge the question of responsibil- 
ity for the Sino-Japanese clash m Manchuna-has led to consequences which, 
perhaps, Sir John thought possible, but were the inevitable sequel to his 
disastrous hesitation to face realities Crying over spilt milk is useless, but 
equally futile is it to pass resolutions at Geneva pledging help for China if 
these expressions of sympathy do not mean anything more than a desire to 
carry on “business as usual . There is no sentiment in business, and if 
Britain’s relations with China are to be guided solely and exclusively by 
business considerations, then the pledges made at Geneva should never 
have been given Kinder to have said nothing about helping China m her 
desperate struggle than to pledge support and not give it . . . Looked at as 
a purely business proposition, it certainly does seem a little queer to talk of 
lending money to China when the potential lender already has £130,000,000 
invested in Chinese territory which has been taken by Japan-and wherein 
Japan is herself planning some very comprehensive development schemes. 
Prince Konoye recently said that when the “true intentions" of Japan are 
realized, the attitude of England, France and America will gradually change. 
The Japanese Premier’s forecast seems to be m course of fulfillment, but 
whether due to realization of the true intentions of Japan and the possible 
reaction upon lawfully established foreign business interests is more than 
we can say.^® 

The sharp criticism of the Government’s attitude was voiced 
on other details. What had been the result of ‘'the strongest 
representations” which Mr. Butler said had been made to the 
Japanese Government on certain matters concerning important 
British interests in China was a question asked in the House of 
Commons on May 23. Mr. R. A. Butler had replied, “more in 
sorrow than in anger,” as Finance and Commerce put it, “I re- 
gret we have not yet received a satisfactory answer.”^^ To this, 
Finance and Commerce remarked sarcastically, “which is pre- 
cisely what frequently happens in the House of Commons itself 
when an honorable member tries to get a straight answer to a 
straight question put to a Cabinet Minister or his representa- 
tive.” 

Another question had been put to Mr. Butler in the House 
of Commons on May 23 concerning the recent appointment of 
a superintendent of customs at Shanghai, and Mr. Butler had 
replied that the appointment had been made by the Provisional 
Government at Nanking, which the British Government did 
not recognize. Therefore, it could not control the appointment 

15 Finance and Commerce, July 20, 1938, pp. 41-3. 

16 The particular matter at issue was the Japanese military occupation of the 
Shanghai-Nanking Railway, the consequent losses falling upon British bondhold- 
ers, and the repeated lefusal of permission for British engineers to inspect the 
damaged track. 
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Mr. A. C. Moreing then asked: “Are we going to recognize an 
appointment made by an administration which we do not rec- 
ognize, when services of the greatest importance to British trade 
are concerned?” Mr. Butler replied: “His Majesty’s Government 
have made it clear that in the recent Customs Agreement, they 
have not acquiesced in any interference with the Customs serv- 
ices and its present international personnel.” 

This reply by the Under-Secretary for Foreign Affairs [said Finance and 
Commerce] is unpleasantly like those “unsatisfactory answers’" which he 
has been receiving from Japan in reply to his own questions. It is an eva- 
sion of Mr. Moremg’s inquiry, which was designed to ascertain whether the 
British Government “recognized” an appointment made by an “unrecog- 
nized” administration. Mr Butler simply says that it has been “already 
made clear” that Britain “did not acquiesce in any interference with Cus- 
toms Service and its international personnel” — ^which is precisely not the 
point raised by his questioner. Britain does not “recognize the legitimacy” 
of the action taken by Japan in regard to the Customs but has “acquiesced” 
in an arrangement arising out of that “unrecognized” act. Mr. Moreing 
wanted information regarding a similar anomaly — but got an evasive and 
therefore unsatisfactory answer.^^ 

Craigie-Ugaki Talks 

The discontent, which had been engendered among the Brit- 
ish in China, was due to the uncomfortable feeling that their 
interests might be sacrificed as the result of a conciliatory policy 
toward Japan. Therefore, the conversations held in the summer 
of 1938 between Sir Robert Craigie, British ambassador to 
Japan, and General Ugaki gave them further cause for un- 
easiness. 

In June 1938 General Kazushige Ugaki was appointed foreign 
minister of Japan. It was generally felt that this meant that 
Japanese foreign policy would be brought more into line with 
the existing military situation. At his first press conference with 
foreign correspondents, General Ugaki declared: “We have had 
special relations with Great Britain of traditional friendship. 
I will do my best to restore them and make them even closer 

Finance and Commerce, June 1, 1938. This article contains the following 
addendum: “As %ve go to press, comes news from London of yet another ‘unsatis- 
factory answer’ to a question m Parliament. On May 30th, Mr. Butler said that 
since the cessation of fighting m Shanghai last November, the British Government 
has lost no opportunity of representing to the Japanese authorities the desirability 
of the Shanghai Municipal Council being permitted to resume normal control of 
the Settlement area. Sir Patrick Hannon asked whether the Government had 
received a reply. The Under-Secretary for Foreign Affairs tersely replied ‘not 
yet*.” 
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than in the past/’^® This friendly attitude toward Britain was 
heartily endorsed by the leading Japanese newspapers which 
until then had been representing Britain as the main instigator 
of Chinese resistance. All of these newspapers, however, held 
that the prerequisite for rapprochement would be the cessation 
of the support allegedly being given to the Chinese Nationalist 
Government. General Ugaki himself made clear on what basis 
an Anglo- Japanese understanding could be reached. He in- 
tended “to endeavor to maintain maximum harmony with those 
nations who correctly understand Japan^s position.’' 

However, it was not a lack of understanding but the fact that 
Japan’s aims in China were completely understood by the neu- 
tral interests that made them critical of Japan’s policy. Thus, for 
example, the North-China Herald was deeply skeptical of the 
General’s seemingly friendly overtures. It emphasized that the 
Japanese military caste had been placed more firmly in control 
than ever before, and that a foreign policy in line with militar- 
ist desires was more possible than an adaptation of Japan’s 
military programs to the necessities of the international political 
situation.^'^ 

Although General Ugaki in the previously quoted interview-^ 
seemed reluctant to consider a mediation proposal, saying that 
the motive for such mediation would first have to be made clear, 
the British Government took the opposite tack and on June 27, 
1938, Mr. Butler indicated to the House of Commons that the 
British Government would gladly take any steps in its power, 
alone or in conjunction with other powers, to bring about a 
cessation of hostilities in China. The British Government, how- 
ever, Mr. Butler stated, had no information w^hich would lead 
it to suppose that any proposal involving the withdrawal of 
Japanese forces from China would be likely to be accepted 
as a basis of mediation in the hostilities. The Japanese immedi- 
ately rejected this suggestion of mediation. This quick refusal 
of the British proposal was one of many indications that Gen- 
eral Ugaki intended no real change in the Japanese policy to- 
ward British interests in China. 

Still, the Tokyo Government did indicate a willingness to 

18 Japan Weekly Chronicle, June 23, 1938. 

Jime22, 1938. 

20 In this same interview. General Ugaki gave assurance that the Japanese were 
not contemplating any action in Hainan. 
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reestablish friendly relations with Great Britain. For example, 
General Ugaki in an interview with Sir Robert Craigie, spoke 
of Japan’s policy as one of friendly co-operation with Britain, 
making special reference to Japan’s regard for British rights 
and interests in China. The British ambassador immediately 
communicated the Japanese foreign minister’s assurances to his 
government. On receipt of this report. Lord Halifax directed 
Sir Robert to notify General Ugaki that the British Govern- 
ment was highly satisfied with his affirmation of Japan’s regard 
for British rights and interests in China and that it expected 
this policy to be carried out faithfully by the Japanese Govern- 
ment. 

Thus began a series of informal conversations between Sir 
Robert Craigie and General Ugaki. The talks covered a large 
scope of interests, but were reported to be devoid of political 
character. Mr. Butler, in the House of Commons on July 26, 
1938, and 'Viscount Halifax in tlie House of Lords on July 27, 
indicated the scope of the talks when they said that the questions 
raised in the House regarding the wool monopoly in North 
China, freedom of transit for British merchant-shipping on 
inland waterways in China, the Peiping-Mukden Railway, con- 
servancy in the Whangpoo and other matters were to be dis- 
cussed in the course of a specially arranged conversation be- 
tween Sir Robert Craigie and General Ugaki. Mr. Butler said: 

We shall judge the sincerity of the Japanese assurances in these matters 
by the success which, we trust, will attend the course of this important 
conversation. 

Mr. Chamberlain did his part to reassure the anxious mem- 
bers of Parliament and to preserve the amiable atmosphere 
brought about by the Japanese overtures. The Brussels Confer- 
ence of November 1937, the Prime Minister maintained, had 
shown clearly enough that a proposal involving any intervention 
in the Far Eastern conflict on the part of members of the 
League of Nations would have no chance of acceptance, and 
the British Government could not undertake alone such a step 
as intervention in the hostilities. This meant, concretely, that 
no special legislation would be introduced to enable the gov- 
ernment to guarantee a loan to China. 

We came finally to the definite conclusion that we should not be so 
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justified in the case of a loan which would have to be based on security of 
hypothetical value, and as to which it was by no means certain that, if it 
were granted, it would achieve the objects which were intended 

This rejection of a China loan was followed by the vague as- 
surance that there were various proposals which were not open 
to the objections raised to the granting of a loan, and which 
were under examination by the government departments con- 
cerned. Later he assured the House that Japan must recognize 
that “we too have our interests in China, and that we cannot 
stand by and see them sacrificed in the process.” He made the 
by-now-traditional offer of Britain’s services to bring about a 
cessation of hostilities in the Far East, “if ever and whenever 
we see an opportunity which presents a favourable prospect 
of success.”^^ 

Lord Halifax took a somewhat firmer position on the follow- 
ing day in the House of Lords. The British Government, he de- 
clared, was “already considering the possible action open to us 
if we do not get that consideration for our interests and rights 
which we have a right to expect.” As for the Japanese claim 
that their China policy was “in defense of their interests,” Lord 
Halifax countered that the British had every right “to expect 
them to recognize that if they have certain interests to pro- 
tect, we have the same, and are not unmindful of our re- 
sponsibilities, which we have every intention to discharge.”^^ 
He enlarged the Prime Minister’s statements of the previous 
day by more specific statements as to the British Government’s 
attitude on China and what it was doing or might do. Thus, 
after stating that it was uncertain whether the loan would 
achieve its object of maintaining the Chinese currency during 
the war, he went on to say: “I can readily assure your Lordships 
that we shall be entirely ready to consider other proposals of 
that kind on their merits, as and when they are made to us.” 
This firmer position was underscored by the tone of the debate 
in the House of Lords, especially the statements of Lord Elibaiik, 
which were uncompromisingly critical of Japanese policy. 

That General Ugaki “deplored,” but refused to be seriously 
disturbed by, the unfriendly attitude in the British Parliament 
was an indication of his desire to reach an understanding with 

21 Parliamentary Debates , House of Commons, Vol 338, cols 2961-2. 

ParUamentaiy Debates, House of Lords, Vol. 110, col. 1274. 
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Great Britain.^^ The first formal conversation between the 
Japanese foreign minister and Sir Robert Craigie took place 
on July 26. As reported by General Ugaki, some 150 issues were 
brought up by the British representative, although none was 
discussed m detail. In future conversations, General Ugaki said, 
the policy of the Japanese Government would be set forth 
frankly in order to deepen Britain’s understanding of the situa- 
tion. He expressed the conviction that once Britain understood 
Japan’s position perfectly, the Japanese Government could and 
would consider all British claims within the limits consistent 
with the strategical and other requirements of the situation in 
China. 

The Japanese press was more reluctant to gloss over the state- 
ments made in the British Parliament. Nichi-Nichi spoke of 
these utterances as “casting gloom” over Anglo-Japanese rela- 
tions. It regretted this attitude in view of the fact that Anglo- 
Japanese relations had improved recently as a result of the 
Craigie-Ugaki talks. Hochi undertook to remind Lord Halifax 
that Japan’s actions in China were not merely designed to pro- 
tect Japanese interests. The interests of Japan and Britain in 
China were not on the same fooling for “British interests in 
China are only the result of imperialistic desires and the ex- 
ploitation of China, whereas Japanese interests in China form 
a life and death question for Japan.” While expressing “sym- 
pathetic understanding” of the concern of Britain and France 
over safeguarding their interests in China, Kokumin asserted 
that the “financial assistance extended by Britain and France 
to the Chiang Kai-shek regime forms the fountain head of the 
latter’s so-called protracted warfare.” The question of safe- 
guarding British interests in China or maintaining the Chinese 
currency “must be settled with Japan as a party to negotiations, 
The desire of the Japanese Government to put the best possible face on the 
debates in the House of Commons and the House of Lords was clearly seen in a 
statement of Mr Masayuki Tani, Japanese ambassador>at-large, made in Shanghai 
on July 30. “Recently the question of protection foi Biitish lights and inteiests in 
China was the subject of much discussion in Parliament. This fact endorses Japan’s 
militaiy successes and speaks volumes for the fact that British interests must de- 
pend on us for pi election Dispatches from London say that the British Govern- 
ment IS prepaied to mediate between Japan and China if Hankow is captured and 
the Ugaki-Craigie conversations aie successful. However, there has been no change 
in Japan’s original policy of settling its differences with China by itself, without 
outside mediation. This will continue for the future.” {Trans-Pacific, August 4, 
1938, p. 26.) 
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and not with the Chiang Kai-shek administration, which is on 
the verge of collapse.” 

Miyako was critical of the speeches in Parliament: “If the 
acrimonious atmosphere continues much longer, there is danger 
of the Craigie-Ugaki conversations being stalemated. If things 
come to such a pass, Britain will be responsible for the situation 
arising from it.” Kokumin, in a less sympathetic vein with re- 
gard to the remarks of the Opposition in Parliament, said of 
the Craigie-Ugaki talks: “These talks are not intended to bring 
about an Anglo-Japanese understanding with regard to China 
or to settle the China hostilities. . . . The cardinal aim of the 
Ugaki-Craigie talks is discussion of how to handle British rights 
and interests in the parts of China occupied by Japan. ... To 
be frank, an opinion of some vigor prevails in Japan that there 
is not the slightest need to conduct such negotiations with Great 
Britain while hostilities are in progress.” 

Asahi, more sympathetic toward an Anglo-Japanese under- 
standing, maintained that Mr. Chamberlain and Lord Halifax 
did hope for an improvement in the relations between the two 
countries and that Sir Robert Craigie was endeavoring to realize 
their hope. As for the debate in Parliament, it was “regrettable 
as the replies of Mr. Butler and even Mr. Chamberlain appar- 
ently imply a bluff against Japan or an intention to check 
Japanese influence.” Britain was warned that her “diplomatic 
bluff failed miserably in Italy in connection with the Ethiopian 
campaign” and that “no better success can attend a similar 
British attitude against Japan.” Nevertheless hope for some 
agreement was not abandoned. “But for the ugly atmosphere 
deliberately created by Britain, most of the pending questions 
regarding British interests in China ought to be settled amicably 
by local negotiation.”^^ 

The North-China Herald applauded the authoritative pro- 
nouncement of the determination of the Government to uphold 
British interests in China. The feeling had become common 
that the British Foreign Office had “not been quite so sym- 
pathetically active as could be desired, and that the Govern- 
ment was following a policy of caution to an almost unwarrant- 
able degree.” This, it was thought, had encouraged the idea in 
Tokyo that Great Britain was losing “some of her vitality” in 
the Far East. That this lack of an energetic policy was respon- 
se Quoted m NoHh-Chma Herald, August 3, 1938, p. 190. 
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sible for much of the damage to British interests was clearly 
recognized, but willingness to let bygones be bygones was ex- 
pressed if the British Government would now take such steps 
as were ‘‘calculated to prevent the further incursion of Japanese 
into the rights and interests of British traders in China, and to 
remedy as far as possible the damage which has already been 
done, as well as securing reparation in those instances where such 
a course seems to be the most appropriate/’ 

The strength of Great Britain in coping with the situation 
was stressed and the point was made that it was not in the guise 
of “a helpless suppliant,” that Great Britain would come to a 
conference table with Japan. The time had passed for mere 
assurances and Japan now had to carry out the promises which 
she had already made. 

Whatever transpires in Tokyo it is dear that from now on it will be 
necessary to maintain an increasing vigilance over British rights and inter- 
ests in China, and to take every step necessary for their adequate pro- 
tection. 

The exasperation of the British residents in China was visible 
in the temporary rejection of the familiar method of excusing 
the actions of the Japanese in China on the ground of the 
division between the civilian government in Tokyo and the 
military in China. Now the North-China Herald took the Lon- 
don Times to task for contending that the Tokyo Government 
had only a precarious control over the Japanese commanders in 
China, and that the discipline of the Japanese forces on the 
mainland was not of a sufficiently high standard to overcome 
the ultra-nationalistic prejudices inflamed by anti-British propa- 
ganda. This newspaper pointed out that the key positions in the 
Japanese cabinet were now held by military men, and “if what 
is practically a military Cabinet is unable to control the policies 
of its commanders in the field, what sort of organization can 
ever be expected to?” This retort was followed by the additional 
argument that 

for the purpose of international negotiation it really does not matter who 
is actually guilty of what is going on in China so detrimental to foreign 
interests. The only question which arises is as to who is responsible, and that 
responsibility rests fairly and squarely upon the shoulders of the Tokyo 
Government. It, and it alone, is responsible for the acts of its agents in 

2s Ihid., p. 181. 
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China, and i£ the latter are following policies calculated to embarrass it, 
that is no concern of the victims of their rapacious deeds 

These statements, denying the existence of the oft-stated 
dichotomy between the military and civilian arms of the 
Japanese Government and rejecting the corollary that a gov- 
ernment is not always responsible for the acts of its military 
forces, were indeed as exceptional as they were valid. It will 
be seen that on future occasions, when the military nature of 
the Japanese cabinet became even clearer, the Noith-China 
Herald reverted to the position of emphasizing the distinction 
between the Tokyo Government and the Army in China. That 
they saw fit to deny the split at this time might have indicated 
their unwillingness to leave the negotiators in Tokyo a line 
of retreat. The failure of the conversations could not then be 
excused on the grounds of the inability of the government in 
Tokyo to check the military authorities in China. 

The outbreak of fighting at Changkufeng on the Korean- 
Soviet frontier between Soviet and Japanese troops on July 
30 interrupted the Tokyo conversations, which weie not re- 
sumed until September 14. In the meantime not only Gen- 
eral Ugaki, but also other ministers, including Mr. Ikeda, 
minister of finance, stressed the desirability of not antagoniz- 
ing the Western democracies, particularly Great Britain. But 
this did not mean any abatement of the infringement of for- 
eign rights in China. There were simultaneous indications 
that this conciliatory policy was becoming increasingly un- 
popular in governmental, civilian and military circles. The large 
anti-British element was demanding that Britain recognize 
Japan’s new position in the Far East, refuse aid to Chiang Kai- 
shek and co-operate more specifically with the new^ Chinese 
regimes in Nanking and Peiping.-"^ 

The renewed conversations in Tokyo failed to reach any 
agreement, mainly because of General Ugaki’s insistence that 
many of the questions be referred to China for local negotia- 
tion. They were again interrupted — this time finally — by the 
resignation of General Ugaki on September 29. Although it 
was officially announced that there would be no change in the 
foreign policy of the Japanese Government, General Ugaki’s 

pp. 181-2. 

27 An interesting analysis of the situation was made by the Tokyo conespondent 
of the London Times, August 27, 1938. 



156 BRITISH RELATIONS WITH CHINA: 1931-1939 

withdrawal from the cabinet did mark a definite turn. Not 
only did the position of British interests in China grow stead- 
ily worse, but, more and more, the guise of official friendship 
for Great Britain was dropped and instead open hostility was 
shown. The Japanese invasion of South China followed im- 
mediately after the resignation of General Ugaki. 



CHAPTER IX 


FROM CANTON TO THE NOVEMBER NOTES 

The invasion of South China, which began on October 12, 
1938, was a turning-point not only in the Sino-Japanese con- 
flict, but also in Great Britain’s relations with the contending 
parties. The Munich Agreement, the climax of Britain’s ap- 
peasement policy, provided the occasion for this Japanese ven- 
ture, but its causes were more deep-rooted than a mere desire 
to take advantage of a favorable opportunity. The Japanese had 
concluded that their China policy could not be carried through 
successfully as long as third-party interests, especially British, 
continued to exist. In North China and later in Central China, 
British interests had felt the pincers of Japanese imperialism, 
in the form of discriminations coupled with Japanese mon- 
opolies, and now the same process was being repeated in South 
China. The new threat, however, proved to be a boomerang 
and in the long run weakened rather than strengthened Japan’s 
position in China. 

The Japanese invasion of South China was heralded by the 
successful landing at Bias Bay. Its immediate purpose was to 
occupy the important commercial city of Canton and thus sever 
the main artery connecting unoccupied China and the coast. 
Canton owed its importance to its location as the southern 
terminus of the Canton-Hankow Railway, with water and rail 
connections to Hongkong, the main port of South China. The 
Canton-Hankow Railway had replaced the Yangtze River as 
the Chinese Government’s main connection between Central 
and Western China and the coast, and the harbor facilities at 
Hongkong had accommodated the greatly increased traffic over 
this route occasioned by the war. 

Effect of the South China Invasion upon Hongkong 

Hongkong was experiencing boom conditions. Her trade had 
vastly increased at the expense of other ports like Shanghai, and 
she received an influx of wealthy refugees and business enter- 
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prises. These prosperous conditions were reflected in the 
Colony’s fiscal position. At the end of August 1938 the Hong- 
kong Government had an excess of assets over liabilities 
amounting to Hk, |15,630,000, a record in its financial his- 
tory. Actual revenue on that date was Hk. $24,740,000, which 
was Hk. $3,000,000 more than the total for the corresponding 
period in 1937. As the government had budgeted for a total of 
Hk. $30,254,000 for the year, there was every anticipation of 
an excess of revenue of at least Hk. $5,000,000. Revenue from 
the Kowloon-Canton Railway (which connects the Colony with 
Canton) had increased sharply, while revenue from land sales 
was more than three times that for 1937. Surveying this situa- 
tion, the North-China Herald could well write: “There is no 
cause for even the tiniest frown on the face of the treasurer as 
he surveys the Colony’s ledger.”^ On the morning that this 
statement was published, Japanese troops began their invasion 
of South China, a move calculated to undermine the basis of 
Hongkong’s position as a chief entrepot for South, Central and 
West China. 

Officials of the Japanese Foreign Office immediately visited the 
embassies of the foreign powers in Tokyo to define for them 
Japan’s policy in South China. They assured the foreign repre- 
sentatives that during the South China drive Japan would con- 
tinue to safeguard foreign interests. The powers, however, were 
requested to co-operate with Japan in her effort to reduce to a 
minimum possible losses which they might suffer, and to avoid 
becoming involved in the Sino-Japanese difficulties. Present 
operations in South China, it was pointed out, were designed 
to deal a death-blow to the existing Chinese regime and thus 
accelerate “stabilization” in the Far East. 

In London, the Japanese action was connected with the resig- 
nation of General Ugaki, and it caused considerable concern. 
Moreover, since it had followed on the heels of the Munich Con- 
ference, it might well be a sign that Japan, too, desired to be 
appeased. It was authoritatively stated that Great Britain 
through Sir Robert Craigie had warned the Japanese Govern- 
ment that the latter’s action would possibly imperil Anglo- 
Japanese relationships and reminded Japan of Britain’s eco- 
nomic and political interests in Hongkong and South China. 
This warning was, indeed, restrained since the Japanese acts 
^ Nofth-Chma Herald, October 12, 1938, p. 45. 
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threatened not only Hongkong, a British colony, but also the 
entire British position in South China. British traders and in- 
vestors had long been predominant in this region, and increased 
interest in the possibilities for trade and investment expansion 
had been shown during the hostilities. Japanese occupation of 
Canton would mean the end of such plans. 

The Japanese soon indicated that in the South China cam- 
paign, as in those in North and Central China, the interests of 
third powers would be subordinated to those of Japan. The Japa- 
nese Government requested all foreign powers to refrain from 
moving their troops, warships and aircraft in South China in the 
area from Swatow to Pakhoi during the continuance of Japanese 
military action. More important, the Pearl River was closed to 
all shipping. In addition, third-power nationals were warned to 
avoid the zones of hostilities in South China and to mark foreign 
property clearly so that it could be distinguished from the air. 
The note which contained this warning followed the model of 
previous similar communications concerning North and Central 
China and was interpreted by the British as the preliminary 
groundwork upon which rejection of responsibility for untoward 
incidents might be based. There was no reason to suppose that 
the treatment of the British in South China would differ from 
their treatment in North China or in the Yangtze Valley. 

The problems which faced Hongkong as the result of the 
invasion were clearly seen. On the following day, October 13, 
Sir Geoffrey Northcote, governor of the Colony, referred to the 
new situation in the course of an address on the budget before 
the Legislative Council. He pointed out that hostilities so close 
to the borders of Hongkong were of grave concern to the Colony, 
since three-quarters of its vegetable needs and a large portion 
of its meat supply were drawn from the province of Kwangtung. 
In addition, the Colony was faced by a very serious refugee prob- 
lem. This would mean heavy charges on the Colony’s funds. 
Furthermore, the Colony’s revenues were bound to be seriously 
affected owing to the interruption of trade and commerce. The 
governor concluded by expressing his confidence that the citizens 
of Hongkong would face the difficult situation with “sense and 
dignity,” relying on the British Government to do everything 
in its power to protect their interests.- 

By October 21, only nine days after the landing at Bias Bay, 

^ Hongkong Legislative Council, Reports of the Meetings, 1938, p. 128. 
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Canton was in Japanese hands, and on October 22 Hongkong 
was taking stock of its new isolation from China. This was the 
first time in the ninety-seven year history of the Colony that it 
had ever been completely cut off from China. British circles 
there believed that Hongkong’s 13,000 British residents faced 
virtual ruin. The considerable amount of Chinese war ma- 
terials, including airplanes, tanks, guns, munitions and trucks 
which were stranded in the Colony, was an indication of the 
future of Hongkong’s trade. The possibility of traffic via Indo- 
China was not overlooked but its full potentiality was not yet 
realized. 

The importance of the fall of Canton was recognized in Lon- 
don. Thus, the Sunday T imes of October 23 maintained that the 
consequences of the capture of Canton were equally serious 
for China and Hongkong. Not only did it involve the future of 
Hongkong but also the future of British trade with China in 
general. For even if the British colony feared no military attack 
by the Japanese, British commercial interests in Hongkong and 
South China faced severe danger. 

British Suggestions for Mediation 

The British press in China took a very pessimistic view of the 
markedly changed situation brought about by the Japanese 
capture of Canton. Accepting the interpretation that the rapid 
fall of Canton was due to '‘silver bullets,” they counseled the 
Chinese Government to make peace. 

Whatever chances China had of winning the planned long-drawn-out 
war must disappear m view of the patent fact that the unity which is an 
imperative necessity for such a scheme can no longer be depended upon.^ 

The time seemed ripe for third-power mediation. That media- 
tion should be suggested at a time so patently unfavorable to 
the Chinese indicates how deeply the fall of Canton had shaken 
the confidence of the British in China in the continued ability 
of Chiang Kai-shek’s government to resist. Peace at this time 
would have meant granting considerable concessions to the Japa- 
nese at the expense of the British as well as of the Chinese. The 
same chxles which had first discouraged Chinese resistance, and 
then, impressed by the Chinese determination to continue hos- 
tilities, had encouraged the National Government to fight, now 
again spoke of ending the war. Peace based on compromise 
^ North-Chma Herald, October 26, 1938, p. 134. 
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brought about by third power mediation was now considered 
the best possible solution. 

That this point of view proved temporary was due mainly to 
two factors — continued Chinese resistance and the failure of the 
Japanese to take advantage of the changed atmosphere and offer 
any real concessions to third power interests. The much-abused 
formula of military necessity and the well-known phrases, “as 
a matter of principle we intend to respect scrupulously the rights 
and interests of third party Powers; those interfered with will be 
gradually restored,” were again paraded out, but these were 
ignored as being unworthy of serious consideration. By now the 
conviction was prevalent that many of the Japanese actions were 
dominated by the desire to obtain bargaining-points for the 
purpose of extracting concessions. 

The Japanese press frankly spoke of the capture of Canton as 
an anti-British move. Nichi-Nichi saw in the capture of Canton 
a blow against Hongkong. 

There is one way by which Britain can hope to save Hong Kong from 
being placed in a position where the Canton area will cease to be its hinter- 
land, and that is by understanding the intentions of Japan and co-operat- 
ing with it. If It refuses to co-operate, it is sure to see the city wither. The 
fall of Canton has created a situation which will find Britain under the 
necessity of revising the policy, a mistaken one, it hitherto has followed 

toward this country 

Asahi believed the capture of Canton would mean the cutting- 
off of British aid to Chiang Kai-shek.^ 

The reaction of the British in China to this outburst was 
highly significant, particularly in view of the impending fall of 
Hankow. For example, the North-China Herald on the one hand 
said, “Great Britain is being held up before the Japanese public 
as the wicked ogre responsible for most of Japan’s troubles,” and 
on the other hand adopted a most conciliatory and patient tone. 
It was 

a matter for very real regret that attempts to bring about a better under- 
standing between Great Britain in the early months of last year were 
brought to naught by the opening of the Sino-Japanese hostilities. 

Again, 

One of the main beliefs ... is that Great Britain is following the policy 
she is, in the hope that Japanese national power will be spent. Nothing is 

^ Quoted in Trans-Pacific, Tokyo, October 27, 1938. 
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further from the truth A weakened Japan, with all that might entail, might 
very well prove a serious unstabilizing factor in the Far East A collapse of 
its national system as the result of unduly prolonged warfare in China is 
most certainly not to be desired either by the British or by those other na- 
tions with which Japan is at present in closer amity. 

This conciliatory attitude was, however, qualified by a re- 
minder that there were many “vulnerable spots in Japan’s ar- 
mour,” and that the successes achieved in China were “not neces- 
sarily auguries of similar achievements against other nations.” 

These friendly overtures were joined with mediation pro- 
posals, although it was recognized that there was every chance 
of the Chinese forces retreating successfully westward from 
Hankow and re-forming themselves for further fighting. 

When the fall of Nanking revealed m so tragic a light the probability 
of what has now happened to such large areas of China, with all the misery, 
suffering and death it has brought in its tram, this journal entered a plea 
for peace Strong as the arguments then offered undoubtedly were, they 
have been reinforced by the tragedy of the past ten months All that is left 
to China is a wild gamble that things may ultimately turn towards victory, 
a gamble based upon the opinions of economic experts who have proved so 
%voefully wrong m the past when tliey endeavored to apply their science 
to the unexpected features of war In the light of that, it is again argued 
that China’s imperative need is the intervention of friendly Powers with 
the aim of putting a period to this insensate squandering of man, money 
and material ^ 

In London, Reuters reported that tentative movements had 
been made by influential Japanese quarters to induce the British 
Government to offer its services for the restoration of peace in 
the Far East. It was understood that one or two prominent 
British business men were supporting the movement, but that 
nothing of an official nature had taken place. It was suggested, 
however, that Great Britain might inquire of both China and 
Japan whether they now wanted peace, and invite them to a 
conference merely on that basis, making no mention of terms 
or stipulations. These Japanese circles affirmed that the Japa- 
nese generals were as anxious as the civilians to end the war, in 

^North-China Herald, November 2, 1938, p 177. It is interesting to compare 
this with a leading article written about a month before In this the Chinese were 
warned against expecting “immediate prospects of victory,” and the weakness of 
the Japanese position was stressed. In conclusion it had stated* “Japanese realiza- 
tion that the fall of Hankow will not end the war is in itself something of a moral 
victory, and direct encouragement to continue along the hard path of warfare 
until the desired end is m sight.” North-China Herald, September 21, 1938, 
p. 486. 
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view of the enormous losses already caused to Japan in men, 
money and materials. Hence it was confidently expected that 
Japan would accept terms which would also be acceptable to 
China. Nothing, however, was done, although the British Gov- 
ernment continued to maintain the position that it was pre- 
pared to offer its services as peacemaker when both sides made 
clear that such an offer would be welcome. 

Hankow fell on October 25, and again rumors of mediation 
were heard. The Nationalist Government, however, repudiated 
the talk of peace and decided on a policy of continued resistance 
to Japanese invasion. Furthermore, at this critical point the 
United States note of October 6 was published. This very strong 
note from the American Government to Japan protested in great 
detail against Japan’s closing the open door in China, demanding 
immediate assurances and action to protect American interests 
in China.® An early reply was requested but was not forthcom- 
ing. This was quickly followed by a message from the American 
Chamber of Commerce in Shanghai to Washington supporting 
this step. A meeting of representatives of the American and 
British Chambers of Commerce, together with the British and 
American trade officials as well as the Australian and Canadian 
Trade Commissioners, also took place. This not only encour- 
aged the British in China to hope that their own government 
might enter into a ‘'common front” with the United States or 
take perhaps an “equally determined parallel action,” but also 
helped to encourage the wavering elements in the Chinese Na- 
tionalist ranks to continue the conflict. 

That the British in China, especially in Shanghai, welcomed 
the prospects of Anglo-American unity in support of third-party 
rights was to be expected in the light of the unhappy position in 
which they still found themselves and the little likelihood of 
any basic improvement. Thus, even before the capture of Han- 
kow, Finance and Commerce had called for the formation of a 
so-called “popular front” to defend foreign rights. Unable to 
rely on the oft-repeated Japanese assurances and pledges that 
foreign rights would be respected, and with all hopes of media- 
tion gone, it urged a united front among foreigners in Shanghai 
to defend their treaty rights as the only alternative to surrender- 
ing their privileges. 

®For complete text, see United States Department o£ State, Press Releases, 
October 29, 1938, pp. 28S-6. 
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The fact that nothing has been yet achieved by protest must not be 
allowed to discourage further effort to defend the lawful interests of the 
foreign community On the contrary, failure to secure satisfaction should 
serve as a stimulus to more intensive and extensive action in preparation 
for the occasion when further evasion of fundamental issues is impossible. 
Smo-Japanese hostilities must come to an end some day, and when that 
day comes all foreigners who have treaty-rights and wish to retain them 
must be prepared to state their case in defense of their interests No more 
effective manner of presenting legitimate claims to those with an acknowl- 
edged right to consider them is conceivable, than by effecting close co- 
operation between the British, American and other organization of 
nationals whose Governments are in treaty-relations with the National 
Government of China, and a “popular front” which maintains close con- 
tact with diplomatic and consular officials in China, and with influential 
circles in their respective homelands, can assist very materially in effecting 
a just and equitable settlement of problems which are of most vital impor- 
tance to every foreign resident in this country ^ 

The Capture of Hankow and British Interests 
All hope that Japan would change her discriminatory policy 
toward third-party interests was destroyed by her refusal to open 
the Yangtze to foreign shipping. Just before the fall of Hankow, 
Vice-Admiral Oikawa had assured foreign newspapermen that 
the reopening of the Yangtze to foreign shipping would be con- 
sidered as soon as Hankow had been taken. With the fall of 
Hankow and with the return of Japanese officials and civilians 
to the Japanese concession at Hankow, which had been aban- 
doned in 1937, the Japanese authorities no longer had their pre- 
vious reasons for delaying the reopening of the Yangtze. Although 
during the Japanese drive up the Yangtze the presence of booms 
and mines had made navigation difficult, and military opera- 
tions had made use of the river highly dangerous, this situation 
no longer existed. General Hata admitted as much when he told 
foreign correspondents that “the Yangtze is quite safe,” but 
added that it would be opened to foreign shipping when mili- 
tary operations permitted and he could not say when that would 
be.® In place of the desired opening of the Yangtze, third powers 
were requested by Japanese naval authorities to co-operate by 
giving notification of the movements of foreign ships on the 
Yangtze. Neutral vessels were asked to take refuge as far upstream 
as possible from Hankow in view of the extension of the zone of 
hostilities as far inland as Shasi and Changsha. The Japanese 

Finance and Commerce, October 19, 1938, pp. 301-2. 
s North-China Herald, November 9, 1938, p. 227. 
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naval note ended with the cryptic statement, “and in view of 
the fact that there is now no section of China over which 
Japanese planes cannot operate, we desire to call attention to 
the fact that what has been desired is information of vessels in 
the ‘whole stretch of the river above X point,’ irrespective of 
the distance at which such vessels are located.’’® Thus the entire 
river became a possible zone of hostilities. 

This refusal to reopen the Yangtze showed that the capture of 
Hankow was not going to usher in a period of improved con- 
ditions for foreigners, for if the Japanese pre-Hankow assurances 
on freedom to navigate the Yangtze were being violated, then 
there was no reason to believe that other promises would be 
kept. In an interview with a Reuters correspondent before the 
capture of Hankow, General Hata had been questioned as to 
whether or how soon the Imperial Japanese Army would be in 
a position to meet British complaints not only in regard to the 
Yangtze but also on the restoration of Hongkew and Yangtzepoo 
to the authority of the International Settlement, permission for 
the International Settlement police to patrol the Hungjao Road 
in order to protect foreign property there (which was exposed 
to danger on account of the withdrawal of the Japanese military 
posts), payment of the interest due on the railway bonds, freedom 
of access to the British staff, and other legal rights now denied 
in connection with the British-constructed railways — notably 
the Shanghai-Nanking and the Shanghai-Hangchow-Ningpo 
railways. General Hata’s reply to all of these questions had been. 

All measures that are being taken by our forces at the present time were 
adopted because of military necessity. I believe that their revision will be 
considered as soon as a real relaxation in conditions take place.^° 

Even if the capture of Hankow did not signify a sufficient 
“relaxation” in conditions on the Yangtze to warrant its reopen- 
ing to foreign commerce, there was no reason to suppose that 
the other British grievances would receive different considera- 
tion, and they did not. 

The attitude which Japan was going to adopt toward Great 
Britain was clearly stated in the Japanese press and by the Japa- 

^Ihtd The “X point” probably referred to those places on the Yangtze which 
had been designated the western extremities of the Japanese zones of hostilities 
At this time Shasi, 287 miles up the river from Hankow, was designated as this 
point. 

'^^North-China Herald, October 26, 1938. 
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nese authorities. Nichi-Nichi, commenting on the future policy 
of the new foreign minister, Mr. Hachiro Arita, indicated that 
Mr. Arita was ready to resume conversations with Sir Robert 
Graigie, but only if a new basis for negotiations were adopted. 
Japan, it said, regarded Britain’s recognition of the new situa- 
tion in the Far East as a matter of course, if negotiations were to 
lead to an understanding. Asahi observed that it would be cor- 
rect to say that the new minister had been appointed at the 
beginning of a new chapter in Japan’s foreign policy toward 
Occidental powers.^^ 

Against this background of thwarted British interests and 
positive manifestations of continued Japanese hostility, the op- 
timism of the British Government stood out in bold relief. Mr. 
Chamberlain, referring to China on November 1, took a cheerful 
view of future British trade with China, and taunted Mr. R, C. 
Attlee for having been “too gloomy” on the subject. There could 
be no development in China, Mr. Chamberlain emphasized, 
without a great deal of capital, and for that Japan would have 
to go to other countries, including Great Britain. 

China cannot be developed into a real market without the influx of 
a great deal of capital and the fact that so much capital is being destroyed 
during this war means that even more capital will have to be put into 
China in the future, when the war is over Who is going to supply the 
capital? It is quite certain that it cannot be supplied by Japan. ... It is 
quite certain that when the war is over and the reconstruction of China 
begins she cannot possibly be reconstructed without some help from this 
country.^^ 

This belief that in the long run Great Britain would benefit 
by either a Japanese or a Chinese victory was in strange contrast 
to the actual situation in China. That the Prime Minister should 
have stated it so soon after the publication of the United States 
note of October 6, emphasized its nature as an olive branch 
held out to the Japanese. It perhaps gives a clue to the impartial 
attitude which the British Government had consistently main- 
tained.^2 The complacency of the Prime Minister aroused con- 
siderable criticism in British circles interested in the Far Eastern 

Quoted m Trans-Pactfic, Tokyo, November 3, 1938. 

^^Parliamentary Debates, House of Commons, Vol. 340, col. 82. 

13 King George VI m a speech on November 4, 1938, on the occasion of the 
prorogation of Parliament said: ‘T regiet that the hostilities between China and 
Japan still continue, with great loss of life to both combatants and with consider« 
able damage to the rights and inteiests of third paities. I earnestly hope that this 
conflict will be brought to an early termination.” 
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situation. For example, in London the Financial Times of No- 
vember 3 deplored this view and pointed out that the British 
Government had never before made a general demarche of such 
a nature. It quoted the statement of the Japanese ambassador to 
Italy, Mr, Shiratori, that British pre-eminence in China had 
ended and that the new China created by Japan would be a 
second Manchukuo. The British Government, this journal main- 
tained, should consider effective means for bringing pressure to 
bear on Japan rather than continue the polite exchange of opin- 
ion which had been going on for some months between Sir 
Robert Craigie, British Ambassador to Japan, and the Foreign 
Office in Tokyo. 

Finance and Commerce was inspired to new heights of sarcasm 
by the Prime Minister’s remarks. 

Possibly because distance lends enchantment to the view, Mr. Neville 
Chamberlain seems to regard the situation in the Far East with the same 
bland (or blind) optimism with which he views the European situation 
since the sacrifice of Czechoslovakia, Confident that Hitler and Mussolini 
will cooperate with him in building a new Europe, the British Prime Min- 
ister seems just as certain that Anglo-Japanese cooperation will be possible 
m a new China ... It is not to be expected that Mr. Chamberlain should 
have intimate knowledge of conditions and trends but he has sources of 
information at his command which would confirm the opinions of those 
on the spot if made use of Sir Arthur Cadogan . . . now m the Foreign 
Office, is m a position to enlighten the Premier.^^ 

Meanwhile the British Chamber of Commerce in Shanghai 
had cabled to London its strong exception to the Prime Min- 
ister’s statement. It pointed out that even if Japan should need 
British capital to develop China, this anticipation did not war- 
rant an optimistic view of the condition of British trade in 
China. Some financial interests in London, the Chamber of 
Commerce maintained, might profit by making loans to Japan, 
but this would not safeguard British industrial and commercial 
enterprises in China. The cable ended by placing the Chamber 
of Commerce on record as doubting whether the situation in 
China was, in fact, as satisfactory as Mr. Chamberlain seemed to 
believe. 

Prince Konoye's Proclamation of the ''New Order in Asia” 

The validity of the complaints of the British in China was soon 
substantiated by the actions of the Japanese, who answered the 

Finance and Comme7ce, November 9, 1938, p. 368. 
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British overtures with demands for increased concessions. These 
were implicit in Prince Konoye’s famous “New Order in Asia” 
broadcast of November 3. The Japanese Prime Minister spoke of 
a new order based on a “tripartite relationship of mutual aid and 
coordination between Japan, Manchukuo and China in the 
political, economic, cultural and other fields.” The confidence 
was expressed that other powers would “correctly” appreciate 
Japan’s aims and policy and adapt their attitude to the new con- 
ditions. Prince Konoye elaborated on this in his radio address. 
He declared that Japan had no intention of refusing to co-op- 
erate with foreign powers or injuring their legitimate rights and 
interests in China, but he also said that foreign powers should 
have a clear understanding of the new situation which was being 
unfolded, i.e., they should recognize Japanese supremacy. 

The Japan T imes of November 4 interpreted the prime min- 
ister’s address as a “warning to other Powers, polite in expression 
but resolute in mind, that Japan will not tolerate any nation 
which dares hamper Japan’s peaceful efforts now steadily pro- 
gressing with Chinese cooperation.” Kokumin said that the 
government’s statement was a “declaration of independence, or 
a Monroe Doctrine for East Asia.” Although these newspapers 
may have interpreted Prince Konoye’s address too broadly, even 
in the narrowest sense it implied the unilateral abrogation of 
the Nine Power Treaty and was so recognized in foreign 
countries. 

The reaction in Great Britain to Prince Konoye’s address was 
mixed. Britain, it was said, would be compelled to consult the 
other signatories of the Nine Power Pact upon the line of action 
to be adopted, if confirmation of the Japanese position were 
forthcoming. Although Britain must now face the facts of the 
new situation in China “realistically,” British interests must not 
be sacrificed. Great significance continued to be attached to Mr. 
Chamberlain’s statement of November 1, and Britain’s past will- 
ingness to co-operate with Japan and other powers in China on 
a basis of equality was noted. Nevertheless, the absence of any 
explicit assurance in Konoye’s speech concerning the future of 
the open door was pointed out, and in this connection Mr. 
Chamberlain’s optimism was severely criticized. Reuters reported 
that there was 

ground for stating that influential persons, both in business and political 
circles, have, within the past few days, made very pressing representations 
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to the chief members of the Government on the immediate danger to 
British interests throughout China, of which full details are supplied. 

In the United States Mr. Cordell Hull reaffirmed the position 
outlined in the October 6 note. He said that the existing treaties 
and the generally accepted principles of international law and 
of fair play among nations would govern the United States’ atti- 
tude toward the Sino-Japanese situation. 

In Shanghai, the North-China Herald spoke of '‘the new chal- 
lenge” to the Nine Power Pact. It encouraged Britain as well as 
France and Holland to follow the American lead as given in the 
October 6 note. 

Whether the nations concerned determine upon cooperative or parallel 
action does not really matter, so long as what they all do is properly timed 
and emphatically backed. The grave threat which is being offered to their 
interests m China verges upon these limits of patience, trespass beyond 
which not even the most forbearing of nations can afford to countenance. 
The swinging of the focus of international irritation between Europe and 
Asia must eventually be stopped, and if Japan does proceed to the lengths 
which rumour and the deductions to be made from recent pronouncements 
would appear to indicate, then the sooner a stop is put to it the better. 
The argument that circumstances in China would justify the action Japan 
is reported to contemplate is worthless These circumstances, if they exist 
anywhere except in the facile brains of the Tokyo Government, have been 
brought about by the wrongful action of Japan taken in complete breach 
of solemn treaty obligation, and of those fine ideals of justice which Japan 
is now so earnestly and so strangely invoking.^® 

Anglo-American Co-operation 

The result of Japan’s enunciation of the “new order in Asia” 
was a reversal in Britain’s diplomatic policy. The British coun- 
tered this Japanese pronouncement by raising the specter of 
what Japan feared most — a united front of the United States and 
Great Britain. 

The first concrete manifestation of this shift was the dispatch 
of parallel notes to Japan by the United States, Great Britain and 
France on November 7, objecting to the closure of the Yangtze 
to neutral trade. The United States had prepared a sharp note 
on this subject, but had held up its transmission until Britain 
and France had had a chance to consider whether they wanted 
to take similar action. The British note protested against allow- 
ing Japanese merchant ships to use the Yangtze, while ships of 
other nations, that had equal rights under treaties and by cus- 
North-China Herald^ November 9, 1938, 
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tom, were prohibited on the ground that the river was a war 
zone. The British questioned the validity of this contention, and 
recalled the many unkept promises to reopen the river to foreign 
commerce. 

The new emphasis in British policy was clearly seen in Mr. 
Butler’s statements in the House of Commons on November 9. 
Referring to the Tokyo declaration regarding the formation of 
an economic and political bloc comprising Japan, Manchukuo 
and China, Mr. Butler declared: 

I should like to say that the position of Great Britain in this matter is 
governed by the Washington Treaties and other international agreements 
to which His Majesty’s Government, in conjunction with a large number 
of other Governments, are parties. 

We could not, therefore, consider any alterations in the position, as laid 
down in the Treaties, which have been brought about by unilateral action 

In this matter our stand is the same as that which has been so clearly laid 
down by the United States’ Secretary of State in his statement on November 
4, which would serve equally to define the attitude of His Majesty’s Gov- 
ernment in the matter of the Washington Treaties. 

The United States Government had previously protested in their Note 
of October 6 to Japan against the infringement of the policy of the Open 
Door in China. 

In this connection I wish to say that His Majesty’s Government have, 
for their part, made formal protests in the same sense as the United States 
Government, to the Japanese Government in recent times and have made 
their position quite ciear.^® 

The last reference was probably to the November 7 notes, 
which had not yet been made public. Although the texts have 
not yet been published, general acknowledgments of the sending 
of the notes and of their contents was made on November 12. 
While Secretary Hull indicated that the United States represen- 
tation was not parallel to the London and Paris representations, 
it was reported in London that Great Britain, France and the 
United States would continue the three-power conversations in 
Tokyo which had been 

initiated just prior to the parallel protests lodged with the Japanese Gov- 
ernment concerning closing of the Yangtze River to foreign shipping 

In Japan the notes were unfavorably received. Even before 
issuing any formal reply, Japan indicated her rejection of the 

Parliamentary Debates, Vol. 341, col. 165. 

This same (United Press) report made the significant statement, if correct, that 
the British note had failed to mention the Nine Power Tieaty, one of the strong- 
est legal arguments in support of Britain’s China position. 
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claim that Japanese vessels exclusively were plying the Yangtze 
River. It was true that Japanese vessels were using the Yangtze, 
but these were military boats traveling between Shanghai and 
up-river ports. The arguments given were that military opera- 
tions were still going on along the upper Yangtze and that 
floating mines were still a serious menace to safe navigation 
on the river. Naval circles observed that when the Chinese had 
closed the Yangtze with booms and mines, none of these West- 
ern countries had filed any protest with the Nationalist Gov- 
ernment. 

This recalcitrant attitude characterized Japan’s formal replies 
to Britain, France and the United States. The Yangtze was to 
remain closed, and the arguments put forth to support this posi- 
tion indicated complete rejection of the contentions in the 
November 7 notes. The Japanese claimed that booms con- 
structed by Chinese troops at Kiangyin had been removed by 
Japanese forces only to such a degree as would permit movements 
of military vessels, and that the river was “fully occupied” by 
Japanese warships and transports. Furthermore, large-scale mili- 
tary operations were still going on upstream above Hankow, and 
the river between Shanghai and interior points formed an impor- 
tant avenue of communication. In addition, Chinese guerrillas 
were still active on both banks of the Yangtze and frequently 
fired on Japanese warships and transports; Chinese troops were 
letting loose drifting mines which endangered navigation in the 
Yangtze, and a Japanese transport had recently struck one of 
these mines and had been sunk; and finally, considerable time 
would be required completely to remove the mines laid by the 
Chinese and to replace navigation markings.^® 

The Japanese refusal received warm support and widespread 
endorsement in the Japanese press. Yomiuru a popular Tokyo 
daily, in a bitter attack on Great Britain, France and the United 
States, made the baseless contention that Great Britain had 
voluntarily forfeited her right of free navigation on the Yangtze 
by supporting behind the scene “Chinese strategy based upon 
the creation of booms in the river.” How Great Britain would 
benefit by the closure of the Yangtze was not made clear.^^ The 

18 China Year Book, 1939, p 448 

18 General von Falkenhausen, head of the former German military mission, is 
known to have said that the Matung boom and its defenses had been made impreg- 
nable. This supports the belief that the boom and its fortihcations had been 
placed and constructed with German advice. 
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Nine Power Pact, it said, was “a dead letter”-® and if Japan really 
desired the establishment of a new order in the Far East, she 
should take effective measures to throw off the yoke of the 
Nine Power Pact immediately. Miyako spoke of the govern- 
ment’s action as being too reasonable to require any explana- 
tion. Asahi supported the government but in so doing refuted 
one of the Japanese arguments. It admitted that Great Britain, 
France and the United States had protested to the National 
Government against the booms and mines. It squared this ad- 
mission with the official Japanese stand by adding that the rep- 
resentatives of these powers in submitting these protests had 
reassured the Chiang Kai-shek government that their protests 
were designed to make Japan guarantee free navigation on the 
Yangtze River in the future.^^ 

While the Japanese were thus rejecting the three-power pro- 
tests on the Yangtze, the Chinese were urging Britain to take 
a firm line. The China Times, in a leading article welcoming 
Sir Archibald John Clark Kerr to Chungking, declared: 

The present critical situation m the Far East does not permit of further 
hesitation or over-cautiousness on the part of Downing Street and Great 
Britain, for Sino-British interests must take immediate effective action to 
check Japanese aggression. . . . The successive loss of British interests in 
Manchuria, North China, Central China and South China has been en- 
tirely due to the failure of Britain’s so-called realistic policy. 

It urged Britain to carry out the promises made under the 
League of Nations’ resolutions, “to give active and full assistance 
to China’s resistance against Japan’s invasion.” Such opinions 
were also voiced by General Chang Chun, director of Chiang 
Kai-shek’s headquarters in Chungking. Feeling in China was 
“at present a little disappointed, perhaps even sceptical, towards 
Britain because of the recent trend in British foreign policy” 
and because China had placed more hope and faith in England 
than in any other of the powers. “Her policy seems subject to 
change; she is realistic, but has not enough foresight.” “Never- 
theless,” he concluded, “we still believe that Britain will help us 
the most.”22 

The British in China rejected the Japanese arguments and 
urged a firm policy against Japan. The British Chamber of Com- 

20 The New York Post was quoted as using this term in supporting this 
contention. 

21 Quoted in North-China Herald, November 23, 1938. 

Ibid. 
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merce Journal, with its usual restraint, characterized the Japa- 
nese reply as unconvincing and satisfactory to no one. The 
Japanese arguments of military necessity and solicitude for the 
safety of third-party nationals were not accepted as being the 
real basis for Japan’s actions. Rather the conclusion was reached 
that Japan desired 

to conserve trading opportunities to Japanese nationals and gradually to 
freeze out the nationals of these powers. Solicitude for the safety and wel- 
fare of others is all very well but there are times when such solicitude can be 
dispensed with 

Finance and Commerce was not so gentle in its comments. 
The world was “skeptical and suspicious of Japan’s policy,” it 
said, 

simply because so many authoritative and inspired explanations of Japan’s 
policy fail either to fit notorious facts or agree with generally accepted 
principles governing international relations 

It expressed no surprise at the Japanese reply. 

Deep disappointment is reported to have been expressed abroad. . . . 
Just what was expected in Washington, London and Paris from Tokyo in 
answer to these Notes is known only to those who drafted the original 
protests, but it is safe to say that no American, British, or French business- 
man, resident in China, expected anything more helpful or hopeful than 
the answer Japan did give to the three Governments. 

According to Finance and Commerce, thousands of tons of 
freight were passing up and down the river in Japanese steam- 
ers, and were permitted to pass the boom at Kiangyin which 
marked the “limit of safety” for all other vessels. Japanese 
shipping companies and transportation agencies were advertis- 
ing regular services between Shanghai and Nanking, Chinkiang, 
and Wuhu in the vernacular newspapers, and it was the impres- 
sion of “competent observers” that Japanese steamers were ply- 
ing on the Yangtze as freely as they ever did, and were engaged 
in much the same trade as was handled before the outbreak of 
hostilities. Piece goods, cotton yarn, kerosene, gasoline, sugar, 
paper, cigarettes, etc., were taken up-river, while foodstuffs, 
hides, bristles, feathers and the other produce which had cus- 
tomarily been sent to Shanghai for transshipment overseas were 
being brought back. Moreover, the railways running out of 
Shanghai, the Shanghai-Nanking and the Shanghai-Hangchow- 

23 British Chamber of Commerce Journal, Shanghai, November 1938. 
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Ningpo, in which British bondholders had invested nearly 
£4,000,000, were running for commercial as well as military 
purposes. Japanese currency was being used for fares, and 
Japanese authorities were deciding what permits should be 
issued for the transportation of goods and passengers. 

In short, the railway door is *‘open’' just as the Yangtze is “open”— with 
the difference that the lines from Shanghai to Nanking and Hangchow 
are mortgaged to British bondholders, whose representatives have been 
denied permission even to inspect their damaged property. 

This severe criticism of the Japanese showed one-half of the 
mental state of the British interests in China at this time. The 
other half was the complete disagreement with the policy of the 
Home Government. This is well described in the following caus- 
tic description of the prevalent attitude in London and of the 
policy of the Home Government 

A London cable tells us that Japan’s reply to the British Note “is con- 
sidered detrimental to foreign trade ” There must be some bright young 
men in London for such a shrewd conclusion to be reached so swiftly— but 
they go further, “It is believed here that Japan’s intention is to restore 
traffic on the river only when Japanese traders have entirely won over the 
domestic market ” What could have put such an idea into anyone’s head? 
We recall most distinctly that Prince Konoye . . . last July, declared that 
while it was impossible just then for foreigners to move freely in North and 
Central China, the existing restrictions were “only temporary,” and when 
the “proper time” arrived, third-party nationals would be able to travel 
about as they used to, because Japan did not intend to close the “open door” 
in occupied areas in China, and had no intention of ousting British in- 
fluence from the country. These assurances were given by the Japanese 
Premier last July— the same month in which certain assurances were given 
in Parliament by Mr Chamberlain and Lord Halifax about the defence of 
British interests in China. 

24 See also North- China Herald and Finance and Commerce for November 23, 
1938. The article in the latter journal concluded that China would turn to 
communism for aid if the Western democracies failed her. “The grim fact is that 
unless substantial help is very quickly forthcoming, Chinese democrats will be 
compelled to turn toward communism in sheer desperation— and the democratic 
Powers will be left to wail exceedingly at the disaster overtaking a nation which, 
had it received the support that should have been quickly forthcoming at the 
very beginning, would have developed into a most powerful ally in the cause of 
peaceful political progi'ess.” 

This argument indicated that at least some of the British m China had remem- 
bered Sun Yat-sen’s explanations for the Kuomintang-commumst alliance of 

1924- 7. For it was the failure of the Western democracies to come to the aid of 
the young Chinese republic which had brought about the tie with the communists 
and had thus been an important cause of the vigorous anti-British movement of 

1925- 7. 
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The London report quoted above declared that “considerable interest 
is attached to the attitude of the United States, whose interests are very 
much affected” by Japan’s attitude on the Yangtze question, and it was 
pointed out that the United States Government was in a position “to exert 
considerable pressure upon Japan” which is perfectly true, as it is no less 
true that the British Government is in similar position, and observers in 
Washington might well wonder why observers in London should look so 
expectantly across the Atlantic for action to be taken on their behalf. Amer- 
ican observers could quite properly point out that Lord Halifax, Foreign 
Secretary, announced on July 27th that the British Government was “con- 
sidering possible action open to us if we do not secure (from Japan) ade- 
quate consideration for the interests we have a right to protect in China”— 
and the action that it is possible to take has not been taken although four 
months ago the British Government was planning what steps should be 
resorted to if Japan failed to give the protection to British interests which 
was demanded 

In London, it was reported that the British Government was 
in no way inclined to accept Japan's reply as disposing of the 
matter. The British Government, according to Reuters, was con- 
sulting with France and the United States about the procedure 
to be adopted in this and other matters, although nothing was 
likely to be done until the nature of Japan’s reply to the Amer- 
ican protest of October 6 was known. Furthermore, there was 
ground for believing that the patience of the British Govern- 
ment was “beginning” to be severely strained by the continual 
failure of the Japanese in China to honor their government’s 
repeated promises to respect foreign rights, and that means of 
applying pressure on Japan more effectively than by mere pro- 
tests were under consideration. 

In the House of Commons Mr. Butler on November 10 
reiterated the intention of His Majesty’s Government to follow 
the American lead and to adhere to the policy of non-recognition 
as mentioned in his statement of November 9. On November 16, 
in response to a question as to whether Great Britain had sig- 
nified to the United States its desire to co-operate in maintaining 
the policy of the open door in China, Mr. Butler replied that 
Sir Robert Craigie had been “in constant contact” with his 
American colleague and that he (Mr. Butler) did not think that 
the American Government could be “in any doubt regarding 
Britain’s policy in regard to the open door.”^^ 

Finance and Commerce, November 23, 1938 See also Noith~China Herald, 
November 23, 1938. 

These statements on Anglo-American co-operation were given added weight 
by the conclusion at this time of the Anglo-American Trade Agreement. 
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The movement toward Anglo-American co-operation was 
given considerable impetus by the parallel action taken by 
eleven national bodies of foreigners in Shanghai. On Novem- 
ber 24, 1938, these issued a statement regarding action of the 
Japanese with reference to restricting foreign rights in China.^'^ 
The statement read: 

The immediate objectives in connection with the present situation of 
concern to the above mentioned Associations and Chambers of Commerce 
are: 

(1) Retention of all rights under the Land Regulations and prevention of 
encroachment on and interference with the administration of the Inter- 
national Settlement of Shanghai and the foreign concessions in China 
and the withdrawal of any encroachments already made. 

(2) Restoration of the Hongkew, Yangtzepoo and Western areas to the full 
authority and control of the International Settlement as formerly 
exercised. 

(3) Restoration of transportation facilities including railways, shipping, 
commercial airways and motor highways, with access to markets and 
mission centers in the Yangtze valley and other areas. 

(4) Prevention and abolition of all monopolies created in contravention 
of the Nine Power Treaty and the Open Door policy of equal oppor- 
tunity, 

(5) Restoration of properties of their respective nationals to their rightful 
owners with full access to and use thereof. 

(6) Discontinuance of censorship sponsored by any third party or other 
interference with mails, telegrams, cables, radios, or other means of 
communication. 

(7) Immediate return of equipment and resumption of dredging operations 
necessary for the maintenance of Shanghai as a port for the use of 
international shipping 

(8) Insistence on the right of their respective nationals to pursue their 
legitimate interests in China on the basis of equal opportunity with 
the nationals of any other foreign power. 

(9) Recognition and maintenance of the extraterritorial status of their 
respective nationals and their interests in accordance with treaties. 

Thus, the foreign communities in Shanghai not only voiced 
their displeasure with the treatment which they were getting 
from the Japanese, but also, by their joint action, put pressure 
on their governments to secure some effective assistance. 

27 The organizations issuing this statement, which was transmitted in each case 
to their respective home governments, were: the American Association of Shang- 
hai, the American Chamber of Commerce, Shanghai, the Belgian Chamber of 
Commerce; the British Chamber of Commerce and China Association, Shanghai; 
the British Residents' Association of China, the Canadian Club of Shanghai, the 
Danish Association in Shanghai; the French Chamber of Commerce, the Nether- 
lands Chamber of Commerce, the Norwegian Chamber of Commerce; the Swedish 
Association in China. 



CHAPTER X 


FROM THE NOVEMBER NOTES TO THE 
EUROPEAN WAR 

In less than a month the Japanese had lost much of the diplo 
made advantage gained by their victories at Canton and Han 
kow. The rejection of British overtures in October, followed by 
the curt reply to the three-power notes in November, helped to 
pave the way for greater support of China as well as for stronger 
diplomatic action against Japan.^ 

The most important new aid for China was the granting of 
£450,000 in export credits in December 1938 by the Export 
Credits Guarantee Department for the purchase of motor trucks 
from England. This grant of credits re-emphasized the impor- 
tance of a development which had already taken place but had 
atti^acted very little attention — the construction of the Yunnan- 
Burma highway. This road, begun before the fall of Canton and 
completed in July 1938, was China’s least vulnerable route to 
the sea and a medium through which military supplies from 
Europe and America could flow into China in the event of the 
severance of the Hongkong route,^ but not until after National- 
ist China had lost Canton, its last important coastal center, was 
the real significance of the road generally appreciated. More 
over, the road’s political significance as an indication of Britain’s 
intention to maintain connection with Nationalist China was 
heightened by the diplomatic tension existing between Great 
Britain and Japan in December 1938. 

This newly constructed motor road, which was about 800 

iQn November 18 the Japanese reply to the United States note of October 6 
was released. It rejected the American contentions and refused to entertain any 
of the American demands. Although it stated that “Japan has not the slightest 
inclination to oppose the participation of the United States and other Powers in 
the great work of reconstiuctmg East Asia along lines of industry and trade/' the 
British press in China expressed complete disapproval and distrust of the Japanese 
assurances Thus, the reply to the October 6 note reinforced the anti-Japanese 
feeling aroused by the reply to the November 7 notes 

2 Hoh Chih-hsiang, “Southwest China— A Political, Social and Economic Sur 
vey,” China Quarterly, Autumn 1938, pp. 415-30 
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kilometers long and was reputed to have cost Ch.$ 2,000,000 
linked Kunming, the capital of Yunnan, with the Burmese town 
of Lashio, whence a railroad connected with the port of Ran- 
goon. This route offered the possibility of accomplishing the 
trip between Kunming and Burma in less than a week. By De- 
cember 1938 trucks were reported to be running day and night 
on the highway.^ 

The attention now given in all quarters to this new highway 
soon broadened into a consideration of the possibilities which 
the development of West China held for the British. The occu- 
pation of Canton and Hankow had been followed by a period of 
comparative calm, and it soon became evident to the British that 
the predicted collapse of the Nationalist Government was not 
coming. Moreover, the Japanese had shown no particular appe- 
tite for pursuing the Generalissimo’s forces into the vast interior 
of China, but were rather attempting to strengthen their hold 
over the occupied territory and to exploit it by means of con- 
trolled governments and monopolistic economic schemes. There- 
fore, the Chungking Government might very well succeed in 
its stated purpose, to develop Western China. If so, British 
interests would find new outlets for profitable trade and in- 
vestments.^ 

British Credits to China 

The political implications of increasing the British stakes in 
Nationalist China were obvious. It would increase the resistance 
capacity of the Nationalist Government, strengthen its diplo- 
matic position and enhance the British desire that Japan should 
not conquer Nationalist China. Thus the granting of £450,000 
export credits to China in December 1938, superficially merely 
a means of increasing Sino-British trade, was interpreted as Brit- 
ish retaliation for Japan’s discriminatory policy in China and 
as an answer to the rejection of the November 7 notes. Further- 
more, coupled with the simultaneous American loan of |25,- 
000,000 it seemed to indicate that the parallel policy seen in the 
November 7 notes was to continue. As expressed by the London 
Times of December 28, '‘these credits may be taken as em- 
blematic of a common determination to assert and defend, by 

sSee especially N. D Hanwell, “China Driven to New Supply Routes/’ Far 
Eastern Survey, November 9, 1938. 

^ An excellent statement on the attitude of British interests toward Southwest 
China is to be found m the British Chamber of Commerce Journal January 1939. 
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legitimate means against illegitimate discrimination, the rights 
and interests which Great Britain and America possess in China/' 
This influential and authoritative new^spaper then went on to 
give the United States credit for having shown the way. ‘‘The 
initiative was taken by the American Government, which during 
the past fexv months has pursued a more vigorous line in the 
Pacific than any other foreign Power." It was even willing to 
admit that “it is questionable whether our Far Eastern policy 
in the past eighteen months need have been as consistently long 
suffering as in fact it has been. ... It is to the credit of Amer- 
ica .. . that she has given the world this lead." That it was 
meant as a measure against Japan as well as support for China 
was also clearly stated, and it concluded by reminding Japan of 
her strained relations with Russia over the fisheries dispute and 
the resulting “delicacy" of her position. The political implica- 
tions of the loan were not left to the imagination. 

These credits, small as they were, encouraged the Chinese, 
gave renewed hope to British residents in China, and supplied 
the Japanese with new arguments for continuing pressure against 
British interests in China. The Chinese were extremely pleased, 
not only with this display of diplomatic support, but also with 
the positive material aid, for the credit was in the nature of a 
revolving fund and as soon as one loan had been paid, a new 
one could be granted. Moreover, once the British Government 
had departed from its policy of refusing financial aid, there was 
reason to hope it would give more. The Chinese became opti- 
mistic over the possibility of obtaining enough funds for the 
construction of the much-desired Yunnan-Burma Railway. Such 
a railway was bound to appeal to the British as its construction 
would not only link Nationalist China by direct rail connection 
with the port of Rangoon in Burma but would also strengthen 
the British commercial and financial position in Southwest 
China. On November 16, 1938, Mr. Butler had stated in the 
House of Commons that the practicability of constructing a rail- 
way was being examined by financial interests, and in December 
authoritative reports in London and Chungking indicated that 
Britain and China had already reached an agreement in prin- 
ciple upon the grant of a £10,000,000 loan to the Chinese Gov- 
ernment for the construction of a 500 kilometer railway between 
Hsiangkwei and the Burmese border. This railway project, it 
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was stated, would be financed exclusively by British interests 
with the assistance of the Export Credits Guarantee Depart- 
ment. A total of £6,000,000 would be devoted to the actual con- 
struction of the railroad, while the other £4,000,000 would 
permit the Chinese Government to purchase extra railway ma- 
terial and motor lorries. Although there is no evidence that 
these credits were actually given, work did begin on the Yunnan- 
Burma Railway in February 1939.^ A railway line was being 
added to the functioning highway as another link connecting 
Rangoon with Southwest China. This seaport in Burma prom- 
ised to become a new gateway to China’s interior, replacing the 
isolated coastal centers. 

The grant of export credits and the American loan were, of 
course, heartily applauded by the British in China. They inter- 
preted them as a welcome stiffening in the attitude of Great 
Britain and the United States, ‘'for while there is every sympathy 
with the perplexities which confront the two Governments, 
there has been in the Far East a growing anxiety lest there 
should be a general failure to realize the growing seriousness of 
the situation here.” 

That the loans had definite political as well as commercial pur- 
poses was clearly recognized, and the expected complaints of 
the Japanese were rejected in advance. 

It is possible that as a result Tokyo may decide upon retaliatory methods 
even though the Japanese would be put still further in the wrong by doing 
so. That contingency must be met if and when it arises Retaliation is a 
game at which more than one can play, and if that does come into being 
the ability of Great Britain and the United States to reply, and reply effec- 
tively, is very much greater than that of Japan.® 

® The arrangements made for the financing of this enterprise are still unknown, 
although probably China was to supply the land and labor while British interests 
furnished the capital. Mr. D. G. M. Bernard, chairman of the British and Chinese 
Corporation, the mam organization for Biitish participation in Chinese railway 
projects, reported the following at the forty-first general meeting held on May 24, 
1939. ‘‘Another railway which the Chinese are anxious to build is from Szechuan 
to Burma via Yunnanfu. This line, about 1,200 miles long, is intended to connect 
the provinces of Yunnan and Szechuan with the railway from Yunnanfu to 
Haiphong in French Indo-China and the Burma railway at Lashio. This cor- 
poration, together with a French financial group and the China Development 
Finance Corporation, have been interested m the project and early this year 
despatched representatives to Chungking to discuss the matter with the Chinese 
Government and endeavour to evolve a scheme by which the finance could be 
provided to construct the railway.’" 

^ No7th-China Memld, December 21, 1938. 
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Japanese Reaction to Anglo-American Co-operation 

The Japanese reaction was as anticipated. Mr. Arita, in an 
interview with foreign correspondents on December 19, cate- 
gorically voiced his displeasure over the British and American 
loans. At the same time he gave an official explanation of Japan’s 
relations with the Western powers. Japan, he said, still believed 
in the principle of equality of commercial opportunity and did 
not mean to exclude European and American economic activities 
from East Asia. However, the all-qualifying statement was added, 
that these powers would be subjected to “certain restrictions 
dictated by the requirements of the national defense and eco- 
nomic security of the countries grouped under the new order.’ 
Thus, the British and American action had obviously not forced 
the Japanese Government to make any real retreat from its 
discriminatory policy in China. 

Asahi was less restrained than the Tokyo Government in its 
denunciation of the British and American actions. This news- 
paper felt that they were “reprisals’’ against Japan. Great Brit- 
ain was, of course, accused of being the instigator of this inter- 
national aid. 

It remains to be seen whether America will elect to pull the British 
chestnuts out of the fire. But there is no doubt of the vtctous motive of 
Britain and America in giving a new impetus to the long-term resistance 
of the Chiang regime against Japan in their extension of credits which will 
have the effect of giving more moral support than material to that regime, 
whose days are numbered.® 

The possibilities of an Anglo-American front were heightened 
by repeated official assurances in the House of Commons that 
Britain was maintaining close connections with the United 
States and by reports that reprisals against Japan were being 
seriously considered in London and Washington.® These reports 
were given additional weight by the British support of the 
American note of December 31, 1938, which firmly rejected the 
Japanese “new order’’ and reserved “all rights of the United 
States as they exist,” with refusal to “give assent to any impair- 

7 Trans-Pacific, Tokyo, December 29, 1938, 

8 Quoted in Trans-Paafic, Tokyo, December 29, 1938. 

8 It was at this time (January 2, 1939) that Senator Key Pittman, chairman of 
the Senate Foreign Relations Committee, made a declaration advocating an 
embargo upon Japanese products. 
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ment of any of these rights” in the Far East.^® On January 14, 
1939, Sir Robert Craigie presented to Mr. Arita a note which 
duplicated the American stand. The note expressed Britain’s 
“grave anxiety” regarding Japan’s policy in China which had 
not been removed by conversations between the British ambas- 
sador in Tokyo and the Japanese foreign minister from time to 
time, or by the recent pronouncements of the Japanese Govern- 
ment on the establishment of Japanese domination over China. 

His Majesty’s Government are at a loss to undei stand how Prince 
Konoye’s assurance that Japan seeks no territory and respects the sover- 
eignty of China can be reconciled with the declared intention of the 
Japanese Government to compel the Chinese people, by force of arms, to 
accept conditions involving the surrender of their political, economic and 
cultural life, to Japanese control, the indefinite maintenance in China of 
considerable Japanese garrisons and the virtual detachment from China of 
the territory of Inner Mongolia. 

This interpretation of the latest Japanese declarations was 
followed by a statement upholding the Nine Power Treaty and 
applying the doctrine of non-recognition to any unilateral 
changes brought about contrary to its provisions. 

For their part, His Majesty’s Government desire to make it clear that they 
are not prepared to accept or to recognize the activities of the nature in- 
dicated which are brought about by force. They intend to adhere to the 
principles of the Nine-Power Treaty and cannot agree to any unilateral 
modification of its terms . . His Majesty’s Government cannot agree, 
as is suggested in Japan, that the treaty is obsolete or that its provisions no 
longer meet the situation, except insofar as the situation has been altered 
by Japan in contravention of its terms. 

This strong line was, however, weakened by suggesting the pos- 
sibility of revising the Nine Power Treaty 

While, however, His Majesty’s Government maintain that a modification 
cannot be effected unilaterally and must be by negotiation between all 
signatories, they do not contend that treaties are eternal. 

If, therefore, the Japanese Government have any constructive suggestions 
to make regarding the modification of any multilateral agreement relating 
to China, His Majesty’s Government, for their part, will be ready to con- 
sider tiiem In the meantime. His Majesty’s Government reserve all their 
rights under the existing treaties 

For complete text of the note of December 31, 1938, see United States Depart- 
ment of State, Press Releases , December 31, 1938, pp, 490-3. 

i^The American note of December 31, 1938 also contained this suggestion but 
was clearer on the necessity of including representatives of China. 

Asahi had an interesting comment to make on the difference between the 
British and American notes “It is not true, however, to say that Britain and 
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This British note was followed by a similar French note on 
January 19, 1939. The American, British and French notes indi- 
cated that these powers rejected Japan’s claim that she could 
unilaterally change the existing treaty structure on the basis 
that it was outworn and no longer suited to conditions m China. 
Nevertheless, they also indicated that these powers were ready 
to enter into negotiations for a multilateral readjustment of the 
situation in China. 

The Japanese, either convinced that the United States and 
Britain were bluffing, or desirous of strengthening their hand 
in anticipation of further joint action, replied with increased 
pressure against foreign interests in China.^^ The new Premier, 
Baron Hiranuma, told the Diet that the Government would take 
‘'suitable measures” to deal with any attempts to hamper the 
execution of Japanese policy toward China, while Mr. Arita 
indicated that Japan was firmly determined to consider counter- 
measures against any pressure which might be exerted by Britain 
and America.^^ The nature of these counter-measures was indi- 
cated in Japan’s actions in China at this time. For example, the 
opening of the Yangtze and the Pearl Rivers in the near future 
was rendered unlikely by a declaration directing the Japanese 
naval authorities on the spot to act on their own discretion in 
this matter and, in Tientsin, strict searching regulations for 

America are opposing Japanese policy for disposal of the China incident for the 
same reasons. The opposition of the United States is on grounds of theoiies and 
treaties. The British Government does not consider treaties unalterable Believing 
in realistic policies, it is ready to consider any modification of treaties, but it 
insists that any modification must come through negotiations among the signa- 
tories. . . . The communication has left no doubt that it believes in the elasticity 
of international agreements ” Quoted in Trans-FacifiCy Tokyo, January 26, 1939, 
P 4. 

The Tokyo Nichi-Nichi wrote that “Britain and the United States both know 
that should they resort to economic pressure against our country, Japan would 
resort to retaliatory measures against the British and American mainlands and 
their dependencies. They should be extremely cautious in realizing what retalia- 
tion could be taken against their interests throughout China ” Quoted m North- 
China Herald, Januaiy 18, 1939. 

The Japanese Foreign Office spokesman described the British note as lacking 
“realization of the present trend in the Far Eastern affairs,” in his personal 
opinion. 

North-China Herald, January 25, 1939, has the full text of Mr. Arita’s state- 
ment On January 26 Mr. Arita told the Diet that the Nine Power Treaty was 
out of keeping with the new situation in the Far East, but declined to disclose 
whether or not the Japanese Government intended to denounce it. 
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"'anti-Japanese elements’" had been promulgated on Decern 
ber 7 and lasted until February 7, 1939.^® 

Chinese Customs Loans 

During this period of tension, the Chinese announced that 
the service of loans secured on the Maritime Customs had been 
suspended. This was a danger signal, warning against any Anglo- 
Japanese agreement which did not have Chinese approval, for 
it indicated the dismal failure of the Anglo-Japanese Customs 
Agreement. Not only had China’s Customs revenue for 1938 
fallen nearly 90,000,000 Chinese dollars below the 1937 returns, 
but also no loan quotas had been received from any region occu- 
pied by the Japanese military with the exception of one month’s 
installment amounting to about one million Chinese dollars 
received from the Shanghai Customs in June 1938.^'^ The Chi- 
nese Government, which had consistently refused to permit the 
implementation of the Anglo-Japanese Agreement concluded in 
May 1938, had maintained the service of the foreign loans and 
Boxer Indemnity out of its own resources. In order to make up 
the amount that should have been remitted from the Japanese- 
controlled areas, the Chinese Government had advanced about 
Ch.$ 175,000,000. The Central Bank of China, moreover, pro- 
vided all the foreign exchange required. Under these conditions 
the Chinese Government came to the conclusion that the “situa- 
tion had become too anomalous to be continued.” Therefore, the 
request of Sir Frederick Maze for a further advance on the loan 
payments was rejected. Furthermore, the Chinese Government 
announced that it did not intend in the future to make full 
payments toward the loans secured on the Customs, but intended 

Without offering any evidence, the Japanese excused their actions on the 
ground that Chinese guerrilla activities were being assisted by wireless and were 
being financed from the shelter of the British and French Concessions. There is 
more reason to suppose that what actually was annoying the Japanese was the 
failure of the Japanese-sponsored Federal Reserve Bank’s currency because of the 
attitude of the foreign banks which were still operating in the foreign concessions. 
If, by means of an economic blockade, life could be made very uncomfortable for 
the foieigners and the Chinese dependent on them, they might agree to the 
Japanese demands for currency exchange control and the policing of the con- 
cessions. 

China Maritime Customs, The Trade of China, 1938, Vol 1 
MARITIME CUSTOMS REVENUE, 1936-38 
(m Chinese dollars) 

1936. ... . 324.633.291 

1937. 342,899.739 

1938 254.565,469 
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to limit its payments to a proportion of the whole debt, in ratio 
to the receipt from Customs revenues in the areas under their 
control and to the total Customs receipts. On this basis the 
Chinese Government was prepared to set aside special amounts 
in the Central Bank of China as its share of the debt service. The 
hope was expressed that remittance of the share from the areas 
under Japanese occupation might be similarly forthcoming, 
and that interference with the Chinese currency would cease. 
This measure, the statement concluded, was a temporary ar- 
rangement in view of the existing abnormal conditions. It 
amounted to a temporary and partial moratorium on foreign 
loans secured on the Chinese Customs, amounting to £24,611,- 
367 and U.S. $25,546,000.1^ 

The Japanese reply was that they were prepared to carry out 
the terms of the Anglo-Japanese agreement if the Chungking 
Government would implement this agreement. They claimed 
that according to the May Agreement Japanese contributions 
from the customs collections made in Chinese ports and re- 
mitted to the Yokohama Specie Bank for the service of Chinese 
foreign loans had been made conditional upon a transfer to the 
Yokohama Specie Bank of an amount of about two million 
pounds sterling, held for the Chinese Government by the Hong- 
kong and Shanghai Bank.i^ The Chinese had refused to sanction 
this transfer of funds and had declined to recognize the validity 
of the agreement on the grounds that this would imply a recog- 
nition of Japan’s activities in China. The funds collected in 
Japanese-controlled ports (which collected about 80 per cent of 
Chinese Customs revenue) were being held by the Yokohama 
Specie Bank.^^ 

18 The original Chinese statement of January 15 did not make clear whether 
domestic loans secured on the Customs were also included m the moratorium, 
but the Chungking Government in its formal notification to the British Embassy 
on January 16 indicated that only foreign loans were meant According to the 
loan contracts, the foreign loans were to be serviced prior to the domestic loans. 

The balances lying in the Hongkong and Shanghai Banking Coiporation to 
which the Japanese laid claim consisted of £400,000 on account of the Boxer In- 
demnity, which were arrears on the Japanese portion, and of Ch % 25,000,000— 
Shanghai Customs Revenue which had accumulated during the peiiod January- 
May 1938, and had not been remitted to the inspector-general of Customs 

28 It has been suggested that '‘since at least part of the customs has probably 
been paid in foreign exchange, or in Chinese national currency which is con- 
vertible into foreign exchange, this arrangement would go far to explain how 
the Federal Reserve Bank of Peking was able to distribute foreign exchange 
to importers favoring its administration. For while the Yokohama Specie Bank 
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The default on the loans came as a surprise to unofficial Lon- 
don which had been assured that the Anglo-Japanese Customs 
Agreement guaranteed the interests of foreign bondholders. 
With more than £25 million of Chinese Government-secured 
bonds outstanding in Britain, the news was a shock to the British 
financial markets. The dilemma facing the Chinese Government 
was, however, generally recognized in London and the impres- 
sion was widespread that China would find a formula enabling 
her to recognize the Anglo-Japanese Agreement of May 3, 1938, 
in view of the importance of not allowing her credit to be 
damaged at the very moment when Anglo-American diplomacy 
seemed to be turning in her favor. Similar views were expressed 
by the British in China who urged that China maintain her 
credit and who said that to assent to any such an'angement 
would not infringe upon the sovereign dignity of China. The 
Chinese Government, however, refused to accept the British 
arguments and made no attempt to alter its original statement. 

The Customs loans situation remained deadlocked. Neverthe- 
less, Chinese credit did not suffer as a result of this action, and 
the upshot was that the onus of responsibility was shifted onto 
the Japanese because they refused to make any payments al- 
though they continued to collect the Customs revenues. This 
interpretation became more widely accepted as Japan continued 
to attack British interests in China both directly and indirectly. 

Increased Pressure Against Western Interests 

The Japanese invasion of Hainan Island on February 10, 
1939, shifted interest to this new Japanese threat to Britain. The 
Japanese claimed that the landing of Japanese forces was a tem- 
porary move designed to strengthen the blockade against Chinese 
shipping and provide a firm base for Japanese operations in 
South China. Nevertheless, the importance of this move placing 
Japan astride the essential Hongkong-Singapore line was lost 
neither upon the British nor the Japanese. Nichi-Nichi in mod- 
erate tones spoke of the incident as a “heavy blow’' to Great 
Britain and France and as a warning that “if they do not modify 
their attitudes in time, they will find themselves reduced to a 

might retain the funds collected for the bondholders, it is not likely it would 
refrain from converting whatever foreign exchange resources it could get into 
Japanese yen or affiliated currencies as speedily as possible Kurt Bloch, “Chinese 
Default on Customs Loans Brings Issue to Head,” Far Eastern Survey, Febiuaiy 
15 , 1939 . 
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position where they will suffer a blow from which they cannot 
recover.” Kokumin spoke more succinctly. 

In the face of diplomatic difficulties, Japan has taken the bull by the 
horns. In this lies the real significance of the occupation of Hainan. One 
result will be complete loss of Hongkong’s military value. Hongkong is 
a symbol of the British imperialism that led China into the dream of think 
ing it could rely on Great Britain The British China Squadron based there 
IS not very strong, but is backed by the Singapore base. Hongkong, so to 
speak, is the advance guard of Singapore. What the Hainan occupation has 
done is to cut the Hongkong-Singapore line, with the result that Hong« 
kong’s existence as a naval base had lost all its meaning 

The British and French Ambassadors were immediately ii> 
structed to approach the Japanese Government to ask for the 
reasons, character and duration of the occupation. Mr. Arita re- 
plied that the duration of the occupation would not exceed that 
of military necessity and that Japan had no territorial design on 
the island. Similar assurances were given to the United States. 
With this the matter was allowed to rest.^^ 

The Japanese, greatly heartened by the absence of effective 
foreign opposition, were encouraged to increase their pressure 
on Western interests elsewhere. Thus, the International Settle- 
ment at Shanghai again became the object of Japanese demands. 

Early in February 1939 there had been an outburst of terror- 
ism in the International Settlement resulting in the death of 
several Chinese officials of the “Reformed Government” of 
Greater Shanghai. The Japanese through their consul-general 
in Shanghai sent a note protesting against these occurrences. It 
asked that special precautions be taken to prevent any untoward 
occurrences during the coming Chinese New Year festival. Mr. 
C. S. Franklin assured the Japanese that all precautions would 
be taken. The terrorism, however, continued and the Japanese 

21 Quoted in Trans-Pactfic, Tokyo, February 16, 1939 

22 The North-China Herald comment on the incident was nearly indifferent. 
After a categorical rejection of the Japanese claims and assurances, it went on to 
say that it did not look as though Great Britain and France, “with their pre- 
occupations closer home, will be able to do much about it in the comparatively 
near future. But it is a comforting thought that British and French policies are 
long-sighted, that ultimately there will have to be a settlement of all the ques- 
tions which are being raised by Japan’s behaviour, and that when that time 
comes they will be speaking with that authority in the Far East of which they 
are at present temporarily deprived." North-China Herald, February 15, 1939. 

The London Times also did not consider the Hainan incident alarming, and 
merely expressed mild concern over the breaking of Japanese pledges to France. 
(February 11, 1939.) 
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protested again, this time emphasizing the view that the Shang- 
hai Municipal Council had to bear full responsibility for these 
events.2^ Japanese officials, with the full support of the Japanese 
press, began openly to assail the position and, in some cases, the 
existence of the International Settlement. They claimed that the 
failure of authorities of the International Settlement to main- 
tain peace and order was due to lack of sincerity, rather than to 
any inability to do so. Both Mr. Arita and Baron Hiranuma 
spoke of taking “fundamental means” to remedy the situation 
if no improvement came. The Japanese Government, however, 
decided to negotiate the matter with the Shanghai Municipal 
Council, but at the same time various Japanese authorities con- 
tinued to make threats. 

The now irreconcilable attitude of the Japanese was seen in 
their reaction to the barbed-wire barricades thrown up by the 
Council authorities to facilitate the suppression of terrorism. 
Instead of welcoming this, the Japanese interpreted it as a cun- 
ning anti -Japanese measure, for by inconveniencing the Chinese 
it would increase anti-Japanese feeling. Even co-operation be- 
tween the British, Italian and Japanese military forces and the 
Shanghai municipal police was declared insufficient by the Japa- 
nese press, and voices were heard demanding the abolition of the 
Settlement. 

The Japanese Government, however, surprised the residents 
of the Settlement by its willingness to accept the terms of the 
agreement which was reached with the Shanghai Municipal 
Council on March 4. The Shanghai municipal police and the 
Japanese consular police were to co-operate in the suppression 
of terrorism, but the Council retained its full policing rights. 
Therefore, any co-operation had to be with the consent of and 
under arrangement with the commissioner of police. The agree- 
ment was greeted with warm approval by the British in Shanghai 
who had feared that the existence of terrorism would give the 
Japanese an excuse to violate seriously the neutrality of the 
Settlement, The firmness of the Shanghai Municipal Council in 
refusing to accept the Japanese suggestion for independent ac- 
tion by the Japanese consular police in the International Settle- 
ment and the support given to the Council by the British 

23 The outstanding case was the assassination of Mr. Chen Loh, minister of the 
“Reformed Government/’ on February 19, 1939. 
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authorities help explain the Japanese setback. Again the Japa- 
nese had pressed forward too rapidly and too boldly. 

British Assistance in Stabilizing Chinese Currency 

The Japanese aims in China suffered another serious blow 
with the announcement of the British grant of £5,000,000 for 
Chinese currency stabilization. This was the British reply to 
Japan’s use of exchange control as one of her most potent 
weapons in forcing out third-party interests from occupied 
China. The Federal Reserve Bank at Peking, controlled by the 
Japanese-sponsored Provisional Government of North China, 
had just banned the notes issued by the government-controlled 
Chinese banks and was trying to establish rigid exchange control 
over all foreign trade in that area. Normal foreign trade in this 
area would have been eliminated. Moreover, the new Japanese 
actions put trade between Shanghai (where China’s national 
currency was and is still being used) and North China on the 
same footing as foreign trade. This meant cutting the normal 
trade channel linking North China with the commerce of the 
Western world. 

The British Government had previously expressed its dis- 
pleasure with the initial moves in Japan’s North China currency 
program. When mere protests proved insufficient, the Chancellor 
of the Exchequer, Sir John Simon, announced on March 8 in 
the House of Commons the intention of creating a £10,000,000 
exchange equalization fund. He indicated that two British 
banks, the Hongkong and Shanghai Banking Corporation and 
the Chartered Bank of India, Australia and China, would to- 
gether subscribe £5,000,000 to the fund, while the remaining 
£5,000,000 would be granted by two Chinese state banks. The 
British Treasury undertook to make good any losses that might 
be incurred by the British banks. The fund would be operated, 
he said, for twelve months, with the possibilities of renewal for 
six-month periods. The management of the stabilization fund 
would be in the hands of a special committee and on this com- 
mittee there would be members responsible to the British Gov- 
ernment. Such action would render “material assistance to Brit- 
ish trade and enterprise in China.” 

This step found widespread favor in Britain and China. The 
Times on March 9, 1939, said that it would be most welcomed 
in the City, especially in quarters interested in Chinese trade. 



190 BRITISH RELATIONS WITH CHINA: 1931-1939 

It denied that the loan had any political purpose but, at the 
same time, made clear that it was a response to the Japanese 
currency exchange policies. It concluded with the interesting 
suggestion that it was now permissible to hope that in view of 
the changed circumstances, the Chinese authorities would offer 
something better on the Customs-secured foreign loans. The 
Financial T imes of London was more open in its discussion of 
the political significance of the British move. Although it main- 
tained that it would be incorrect to regard the action as in any 
way directed against Japan, it went on to say: 

This does not mean that Japan is likely to rejoice at it. Henceforth, China 
will be almost a member of the Sterling bloc and any threat from the 
establishment of the Yuan can now have little importance But the Jap- 
anese have no legitimate cause for complaint One could wish that the 
opposite were true Not merely our own interests, but common decency 
also demands that we should support China against wanton and brutal 
Japanese aggression Yet hitherto only America has given any real assistance: 
our own contribution has been limited to a few hundred thousand pounds 
for the purchase of lorries Yesterday’s move was the first constructive step 
which the Government has seen fit to take We should not be allowed to 
rest until this country has done its utmost to help China defend herself 
against Japanese domination. 

The British newspapers in China were loud in their praise of 
the new measure. Here, too, the point was made that the scheme 
was 

not to be taken as being in the nature of a retaliatory measure, in reply to 
the discrimination in which Japan has been indulging against Great 
Britain, but a perfectly legitimate move for the protection of interests which 
Great Britain has every right to protect. 

However, in spite of such assertions, the political significance 
of the British action was recognized. The North-China Herald 
wrote in a leading article, 

this new development . . . will undoubtedly be welcomed by Britons in 
China, as indicating a stiffening of the British attitude with regard to 
developments in East Asia. 

The loan might not, as they insisted, have been directed 
against Japan, but that it would hinder Japan's currency schemes 
was clearly perceived. 

The loan will stabilize the value of the large quantities of Chinese bank- 
notes which are still to be found in North China, even though they have 
been driven underground by the action of the Peiping government. . . , 
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To that extent the scheme may serve as something in the nature of an offset 
to the discriminatory exchange control regulations which are to come into 
force in the North on Saturday ... it should serve to minimize the diffi- 
culties which China might otherwise have experienced in purchasing sup- 
plies from abroad It is plain, therefore, that the mutuality of interests 
between China and Great Britain is to receive that protection against Jap- 
anese attacks which it is only common prudence to provide, and if only 
for that reason alone the proposal is to be most warmly commended. 

The loan, it also pointed out, would strengthen the position 
of the Chinese Government and its determination to continue 
resistance. It concluded by expressing the hope that it was only 
the forerunner of other steps which could and ought to be 
taken, 

if only for the purpose of impressing upon the Japanese Government the 
determination of the nations concerned not to yield their trading positions 
in China simply because Japan conceives it her duty to bring about what 
she chooses to call a new order.^^ 

The Japanese Government officially minimized the impor- 
tance of the new credits for China. The action of the British 
Government was “most welcome to the Chiang Kai-shek regime 
as a glass of water would be to one dying of thirst,” but the cur- 
rency of the Kuomintang Government was nevertheless doomed 
to collapse, said a spokesman of the Foreign Office. The British, 
he counseled, would do better to give up the policy of supporting 
the “old” Chinese national currency and support instead the 
“new” currency. The Japanese press, however, indicated that 
their Government was more perturbed by the British move 
than the official statements indicated. Asahi reported that a meet- 
ing of Foreign Office officials had decided that there was need to 
“serve a warning upon Great Britain” and that counter-measures 
were discussed. (This journal suggested, as a possible counter- 
measure, the postponement of the settlement of the Yangtze 
navigation problem.) Moreover, the Cabinet held an emergency 
session at which the Government’s attitude toward the new cred- 
its was discussed, and it was understood that it had been con- 
cluded that a “strong protest” should be made against this “un- 
friendly action” and that positive counter-measures should be 
taken.^® 

^^North-China Herald, March 15, 1939, pp. 445-6. 

North-Chtna Herald, March 15, 1939, p 454. Trans-Pacific, Tokyo, March 16, 
1939. 

26 Quoted in North-China Heiald, March 15, 1939. 
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The Japanese press demanded vigorous action against the 
British step. Chugat Shogyo contended that Great Britain had 
“joined with the National Government in taking steps to cope 
with the anticipated currency operations in Central and South 
China.” Kokumin professed to see nothing remarkable in the 
British action, but rather emphasized the fact that it indicated 
that Britain realized that the “China incident” had entered its 
“final stage wherein it is necessary for Britain to play its trump 
card.” This action was similar to “the oil embargo against Italy 
during the Abyssinian conflict and the firm stand against Ger- 
many and Italy during a part of the Spanish Civil War.” There- 
fore, this journal maintained, the course to be followed by Japan 
was clear. 

We have only to examine the trump card. If we do that, measures for 
counter-acting the British move will suggest themselves. If a mistake is not 
committed in dealing with the situation, it is certain that Britain will come 
in time to adopt the same attitude toward Japan as it adopted toward Italy 
in the latter stages of the Abyssinian Campaign and toward Germany and 
Italy in the final phase of the Spanish war ... We must go ahead in our 
plan to settle the incident without the assistance of others and to create 
a situation wherein Britain and other powers with interests in China will 
have no alternative but to cooperate with us. . . . We hope that the next 
move on the part of the spokesman (of the Foreign Office) will be to make 
clear to the British the effects of the act on relations with Japan and to 
point out the position in which a Britain befriending the Chiang Kai-shek 
regime will find itself when the new order in East Asia is finally established.^^ 

The British proposal for the establishment of a stabilization 
fund became an actuality with the final passage of the China 
Currency Bill on March 24, 1939. In addition, this move in sup- 
port of Nationalist China was accompanied by renewed diplo- 
matic protests against Japanese activities in China.^® Great 
Britain and the United States, as announced on March 14, pro- 
tested in parallel action against the Japanese currency regula- 
tions in North China. Furthermore, as Mr, Butler declared to 
the House of Commons on March 14, the bombing of hospitals 
and the situation in Tientsin had also been vigorously protested. 

27 Quoted in Trans-Pacific, Tokyo, March 16, 1939, pp. 6-7. Asahi attacked the 
British loan because it bolstered the resistance power of the National Government 
''Britain and the Soviet Union are leaders in the international attempt to aid 
the Chiang regime in the struggle against this country.” 

28 The Chinese naturally applauded British aid for their currency. They saw 
m it not only evidence of British support for Nationalist China but also an impor- 
tant method of maintaining China’s foreign and domestic trade, which was an 
important factor in maintaining the stability of China’s currency. 
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This aid for China, coupled with pressure on the Japanese, acted 
as a catalytic agent in Anglo- Japanese relations. Their relations 
rapidly became more strained. Moves and counter-moves were 
made in rapid succession, culminating in the Tientsin Blockade 
and the Anglo-Japanese Agreement of July 1939. 

The British continued to give support to the Nationalist Gov- 
ernment. In April 1939 export credits amounting to £3,000,000 
were granted by the Export Credits Guarantee Department. 
These were given mainly to guarantee British manufacturers 
the payment of orders from China on machinery and war ma- 
terial. The British Government’s guarantee was to apply to 75 
per cent of the invoice totals. 

The expected increase in trade necessitated increased facili- 
ties for handling Sino-British economic and financial relations. 
These were established in June 1939 with the creation in Lon- 
don of the Chinese Government Trading Commission. Several 
well-known Chinese and British were connected with the con- 
cern. The chairman was Mr. Quo Tai-chi, the Chinese ambassa- 
dor, and the vice-chairman was Mr. D. G. M. Bernard, a director 
of the Bank of England and chairman of the British and Chinese 
Corporation. The commission acted as a sort of clearing house 
for Chinese purchases in Britain. 

Such economic actions were almost completely overshadowed 
by the crisis in Europe. Anglo-Soviet negotiations for the forma- 
tion of a “peace front” took place during the spring of 1939. 
The implications for Japan were so obvious that indications that 
the Far East was excluded from any possible agreement did not 
suffice to calm the fears of the Japanese. The Japanese were faced 
with the prospect of Great Britain, freed from constant pres- 
sure in Europe and thus more capable of dealing with the Far 
Eastern situation, and with the Soviet Union in a similar posi- 
tion. There were, moreover, many indications that Germany 
was beginning to place little stock in the value of Japan as an 
ally because of Japan’s heavy commitments in China and her 
defeat at Changkufeng in 1938. Japan, confronted with the pos- 
sibility of a strengthened Russia and Britain, and a weakened 
Anti-Comintern Pact, adopted a threefold policy. She attempted 
to minimize her conflict with the Western powers, to bring pres- 
sure to bear upon Great Britain in order to prevent the con- 
clusion of an Anglo-Soviet pact, and to cause disturbances on 
the Mongolian frontier in an eflEort to demonstrate the value of 
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Japanese support to Germany. Thus the Japanese were careful 
to point out repeatedly that the Anti-Comintern Pact was not 
aimed at the Western powers. Although large sections of the 
Japanese press demanded that Japan join the Rome-Berlin 
military alliance, the government debated, procrastinated and 
did nothing. The Japanese knew that their adherence would be 
regarded as an unfriendly gesture by Great Britain and, besides, 
the British might well be willing to pay for non-adherence.^® 

29 The North‘China Herald, March 29, 1939, gave an excellent statement of 
the British reaction to and the argument against Japan's adherence to a tripartite 
military alliance. 

‘'The signing of the Anti-Commtern Pact is one thing, the definite commit- 
ment to go to the assistance of two European Powers in the event of war, Uvo 
Powers who have nothing in common with Japan except their dislike of Com- 
munism, IS something entirely different. . . . 

“There are amongst the leaders in Japan, men who believe that the best means 
for a satisfactory escape for Japan from her present difficulties would be found 
by cooperation with Great Britain, and the United States, even though at the 
moment there is nothing to suggest that such cooperation is possible. . . Great 

Britain and the United States have much more to offer Japan than either of the 
dictator states The rapidly-mcreasmg need for financial assistance is one of the 
major factors in the situation It is likely in the long run to prove the most de- 
cisive, and is becoming clearer daily that the accumulation of bargaining points 
m China has been effected for the purpose of having something with which to 
go to Britain and the United States in the hope of securing that financial assist- 
ance without which any profit fiom the expensive Chinese venture must be in- 
definitely delayed The proposal to enter into this alliance with Germany and 
Italy is just such another It is not by itself a very potent one; nor are the others 
if they are thrown in, for if m the event of a European war, Japan did decide to 
throw her lot in with Germany and Italy, the economic effect of her action upon 
herself might very well prove disastrous. . . . 

“From a military point of view, it has to be admitted that such an alliance 
would embarrass the western democracies, but it has to be remembered that the 
strength of the Japanese navy is very much in where it happens to be situated. 
In Its own wateis . . the Japanese navy is unquestionably strong, but the 

further it goes afield, the weaker it becomes. . . There is the further possi- 
bility to be considered, that m the event of the British scheme for securing a 
Four Power mutual defense arrangement succeeding, the inclusion of Russia 
would also necessitate the retention of a substantial portion of the Japanese fleet 
in the Pacific Ocean It is true that the present strength of the Russian naval 
forces in this part of the world is not very imposing. Nevertheless the need for 
Japan to maintain her lines of communication open with the mainland would 
oblige her to keep considerable strength in these waters It is difficult to avoid the 
conclusion that the advantages to the Rome-Berlin-Tokyo axis deriving from 
such an alliance as that proposed are more fancied than real . . . Such an alli- 
ance could without a doubt cause the democracies some inconvenience but there 
IS little reason to believe that it would make any very real change m the European 
situation. Further, in the event of the axis being defeated, and this is by no means 
improbable, Japan, as also her allies, would have to face the ultimate settlement. 
She very obviously cannot afford to be on the losing side, and that some of her 
leaders are reported to realize.” 
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Japan’s policy was also seen in her actions toward the Soviet 
Union and Great Britain during this period. On May 11, 1939, 
fighting began on the Outer Mongolian frontier. At about the 
same time pressure was brought upon Great Britain by the land- 
ing of Japanese troops at Kulangsu, the increased demands on 
the International Settlement, the sponsoring of an anti-British 
movement in China as well as in Japan, the blockade of addi- 
tional China ports, the threats against Hongkong and the block- 
ade of the British Concession at Tientsin. These acts demon- 
strated what the Japanese could do to embarrass the British even 
without becoming a military ally of Germany. However, it 
should be noted that these actions were not merely the result of 
the European situation, but were also in the nature of Japanese 
reprisals for British financial aid to Nationalist China. 

The Threat to Foreign Concessions 

On May 12, the day after fighting began on the Outer Mon- 
golian frontier, Japanese landing forces entered the Interna- 
tional Settlement on the island of Kulangsu opposite Amoy. 
The reason given was that the alleged assassin of Mr. Hung, pro- 
Japanese president of the Amoy Chamber of Commerce, was 
not being sought with sufficient “sincerity” by the Concession 
authorities. The implications of this action for Tientsin and 
Shanghai, where similar acts of terrorism might be used to 
justify invasion of foreign concessions and settlements, gave the 
Kulangsu incident far more publicity than the relative unim- 
portance of the settlement warranted. The Japanese indicated 
the true aim of the landing when they submitted a five-point 
proposal for the reorganization of the Kulangsu Municipal 
Council which would have reduced it to a Japanese organ.^^ The 
Kulangsu Municipal Council through its Dutch chairman, Mr. 
J. M. Morhaus, protested against the Japanese action and re- 
jected the proposals. 

This firm stand received diplomatic and military support. As 
stated by Mr. Butler in the House of Commons on May 15, the 

30 The five proposals set forth were. (1) The exercise of strict control over anti- 
Japanese activities should be enforced in the settlement, (2) Japanese nationals 
should be appointed to the posts of chief secretary of the Municipal Council and 
police commissioner, (3) Suffrage and membership m the Municipal Council 
should be given to Formosan residents; (4) Representatives of the Chinese tax- 
payers should be appointed as soon as possible to fill vacancies in the Council; 
(5) Japanese consular police should be permitted to co-operate ivith municipal 
police m the campaign against terroristic elements in the settlement. 
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British Ambassador at Tokyo had been instructed to protest 
against forcible interference with the municipal administration 
at Kulangsu, “which was established by an agreement with the 
Chinese Government and the foreign treaty Powers, including 
Great Britain and Japan.” The Foreign Under-Secretary then 
went on to reassure the anxious House that. 

As regards Shanghai, the Japanese Government can be under no mis- 
apprehension as to the unfortunate results on Anglo- Japanese relations 
which would be produced, were similar action taken by the Japanese in the 
International Settlement there. 

That this was not merely another protest was dramatically 
indicated by the unexpected and sudden landing of British, 
French and American bluejackets at Kulangsu on May 17. 

The Japanese retorted that the joint American-British-French 
action was “unfriendly” and that it had “plunged the situation 
on the island into chaos.”®^ Although a majority of the Japanese 
troops had been withdrawn, those remaining, the Japanese as- 
serted, would stay at Kulangsu until demands for the addition 
of three Japanese to the Municipal Council were met. The 
situation was thus stalemated. Soon, however, it became part 
of the larger question of the Japanese attack on the entire for- 
eign concession and settlement system, especially the Interna- 
tional Settlement at Shanghai. 

On May 3, Mr. Sawada, Japan’s vice-minister of foreign af- 
fairs, had made formal oral representations to the American 
and British Ambassadors about the Japanese view regarding the 
reorganization of the Municipal Council of the International 
Settlement. The Municipal Council, in which the British were 
“too dominant,” had to be reorganized, “to conform to the re- 
quirements of the new age,” and “to see that the voice of the 
nationals of the interested countries is fairly reflected in the ad- 
ministration.” This would mean, in effect, that Japanese would 
be given more seats on the Municipal Council and more power 
in the policing and administration of the Settlement. Moreover, 
the Settlement authorities should act in close co-operation with 
the new Municipal Government of Shanghai.®® The represen- 
The Japan Chronicle, June 1, 1939. 

32 The suggestion which was of particular interest, since the legal basis of the 
International Settleinent is the Land. Regulations, was that the land ledger of the 
old niunicipal government which was in the custody of the Municipal Council 
should be turned over to the Shanghai Municipal Administration, which was 
under Japanese control. 
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tations concluded with a complaint against the terroristic and 
anti-Japanese activities within the International Settlement and 
with a warning that the Japanese Government regarded this 
situation ‘'with the gravest concern.”^^ 

This communication was rather restrained both in the nature 
of the demands and in the comparative lack of threats. The 
Japanese press, however, did not act similarly. For example, 
Asahi referred to the International Settlement as 

a vicious cancer to the Japanese and to the Renovation Government of 
Nanking in the matter of maintaining peace and order in Shanghai since 
the city was occupied by the Japanese forces. 

Therefore, if the Municipal Council rejected the Japanese 
proposals, 

and if they continue to allow conditions that suggest that the foreign area 
IS an extension of the Japan-resisting Chiang regime, a situation may arise 
which will require this country to demand that the administration of the 
Settlement be turned over to it for a certain period.®^ 

The alarm aroused in Shanghai over the future of the Settle- 
ment grew so widespread that some foreigners were said to be 
preparing to leave, expecting that Japan intended to occupy the 
Settlement by armed force. However, Japan did insist, as Mr. 
Miura, the Japanese consul-general in Shanghai, explained, that 
the Land Regulations be revised and that a “fundamental solu- 
tion” of the situation be achieved.^^ Such statements coming 
together with the Japanese occupation of Kulangsu failed to 
reassure the British in Shanghai. The authorities of the Shanghai 
Municipal Council indicated their willingness to meet those of 
the Japanese demands which did not infringe upon their politi- 
cal independence. Thus a joint declaration was issued by the 
authorities of the International Settlement and the French Con- 
cession proclaiming the strict neutrality of these areas and pro- 
hibiting in them all political activities of any sort. The demand 
for revision of the Land Regulations was, ho^vever, not met. 
The American and British Governments, in their replies to the 
Japanese oral representations, clearly stated that the time was 
not suitable for a discussion of such a move and the Japanese 

38 The Japan Chronicle, May 11, 1939, contains the complete resume of 
the communication issued by the Japanese Foreign Office 

84 Quoted m Trans-Pacific, Tokyo, May 11, 1939 

85 The Japan Chronicle, May 18, 1939. 
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demands for the reorganization of the administration of the In- 
ternational Settlement were flatly rejected. 

The Japanese, balked by the parallel action of Britain and 
the United States which had now developed to the point of joint 
military action at Kulangsu, did not desist from their verbal 
and written attacks on the Settlement. They professed to see in 
the American and British replies indications that these nations 
took ‘‘the position that there will be nothing wrong about the 
settlement continuing as a base of activities of the Chiang 
regime.”^® Even the Japanese officials began to speak of Japan’s 
right to take over the concessions. Mr. Kawai, director of the 
Intelligence Bureau of the Foreign Office, stated this position on 
May 24. The international settlements and foreign concessions 
in China, he said, were not foreign territory, but merely areas 
over which the foreign countries exercised administrative pow- 
ers. Therefore, since the Settlement and concessions had no 
sovereign rights, they could not have the status of neutrality. 
Having thus demolished to his own satisfaction the legal basis 
for neutrality of these areas, Mr. Kawai could easily justify the 
use of military force against them. Granted that Japan had the 
right to establish her control over the whole or any part of 
Chinese territory, it followed that she could use her armed force 
to crush all Chinese military action, wherever based. Since the 
anti-Japanese activities in Shanghai and Kulangsu were being 
engineered by the Chungking Government, they might 

well be regarded as part of China’s military action. Such being the case, 
Japan is fully entitled to send her military force into the Settlements and 
concessions to clear them of these hostile elements.®^ 

The Tientsin Blockade 

The incident at Kulangsu and the threatening statements 
which followed were disturbing enough, but with the blockade 
of the important British Concession at Tientsin, the Japanese 
attack on foreign concessions became really serious. This was 
an action which threatened the very existence of the Concession. 
Tientsin became the focal point and the symbol of Anglo- 
Japanese conflict in occupied China. 

The dispute had a dramatic, if humble, origin. On April 9, 
1939, Mr. Cheng Shi-kang, Commissioner of Customs at Tien- 

^^Asahi as quoted in Trans-Pacific, Tokyo, May 25, 1939. 

The Japan Chronicle, June 1, 1939. 
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tsin, was assassinated in a cinema in the British Concession. 
The assassin was arrested immediately after the murder, but suc- 
ceeded in making good his escape. Four suspects were then 
placed in custody, although only one of them could possibly 
have been guilty. The local Japanese authorities requested the 
extradition of the four suspects from the British Concession. 
After months of obscure negotiations, the British were still un- 
willing to surrender the alleged assassins. For not only was there 
the question of actual guilt of the men, but such action was 
being vigorously opposed by the Chinese Government as 
amounting to de facto recognition of the “provisional Govern- 
ment.” The Japanese in line with their actions at Kulangsu and 
Shanghai decided to bring the matter to a head and, on May 31, 
1939, an ultimatum was reported to have been sent to the 
British consul-general at Tientsin, Mr. E. G. Jamieson, request- 
ing him to deliver the persons in question to the Japanese au- 
thorities not later than noon on June 7. The British rejected 
these demands and requested more evidence of the guilt of the 
suspects. The Japanese let it be known that non-compliance 
would result in a blockade of the Concession, and Japanese firms 
began to withdraw from the British and French Concessions in 
Tientsin. It was generally assumed that on or about June 14 
the blockade would begin. Even before the actual imposition 
of the blockade, the Japanese announced the form it would take. 
Investigation stations were to be set up at seven places along the 
boundaries of the two Concessions, and all persons passing those 
points were to be halted, searched and questioned. 

For the British in China the implications of such action were 
clear. On June 10 the Tientsin China Association held an 
extraordinary meeting, at which it was decided to send a cable 
to the British Foreign Office, stressing the urgency of the situa- 
tion. The British authorities in Tientsin attempted to meet the 
impending crisis by proposing that a commission of three — one 
British, one Japanese and a neutral chairman — mediate the 
dispute. The Japanese rejected the proposal and on June 14 
the blockade began. 

The British Government in London had not yet taken any 
decisive step. The Government’s position was stated by Lord 
Halifax in the House of Lords on June 12, in response to criti- 
cism of its inactive policy. Lord Elibank had given a detailed 
analysis of Japanese restrictions on British interests in China and 
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had followed this with the suggestion that Japan should be in- 
formed immediately that in reprisal for the blockade of Tien- 
tsin, Japanese ships would be denied the use of Singapore and 
Penang for goods in transit. Lord Davies, who was closely asso- 
ciated with the New Commonwealth Institute, had attacked the 
Government for not having given more aid to China. “The 
present British policy,” he said, “has destroyed the reputation 
of the British Empire for justice and fair play.” In reply to such 
criticism. Lord Halifax appealed to the record. The Govern- 
ment, he claimed, had done what it could, especially in regard 
to the Chinese currency. 

But those who know best the problem of China would not have been un- 
willing to say that no form of help, valuable as it was for British interests, 
could also have been more helpful to China than that which enabled the 
Chinese to maintain at reasonable equilibrium that on which depended 
their economic strength. 

He admitted Lord Elibank’s contentions on the treatment re- 
ceived by the British in China and asserted that they had been 
the subject of repeated representations. Moreover, the Govern- 
ment would “continue to exert their full efforts and influence to 
secure the maintenance of the right of British subjects to live 
and trade peacefully in China.”^® 

The British press in China felt that in spite of these assurances 
British policy was proving ineffective in preserving British in- 
terests in China. Effective retaliation was now advocated to 
meet the threat to Tientsin. Measures short of war, like those 
suggested by Lord Elibank, and clear indications that the Gov- 
ernment actually contemplated action in certain events beyond 
the mere registration of protests were demanded. 

A review of all that has happened during the past twenty-three months 
does nothing to remove the impression that Great Britain in common 
with all the other Powers interested in China, have failed to take that posi- 
tive action, which is better understood by the Japanese than all the formal 
representations in the world. The enormous patience which has been dis- 
played— enormous even when European difficulties are being taken into 
account-has created amongst the Japanese an idea of weakness which it will 
be very hard indeed to dispel. It is in these continual endeavours on the part 
of Japan to see how far she can go without inviting some sort of retaliatory 
action, that a continual whittling away of British rights— and other foreign 
rights as well, it must be remembered— is in process. 

^^Parliamentary Debates, House of Lords, Vol. 113, cols. 409-34. 
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Effective retaliatory measures should be taken to meet the 
threat to Tientsin. 

There may be some reluctance against using them for fear of further 
worsening relations between the two countries, but owing to the actions of 
Japan alone, it is contended that the situation is now so bad that a little 
more worsening cannot materially affect conditions 

That the British Government was still not prepared for such 
measures was indicated on June 14 in Mr. Butler's reply to 
questions in Parliament. He said that the question of what meas- 
ures would be appropriate regarding the Tientsin blockade was 
under examination and had to depend to some degree on the na- 
ture of the action taken by the Japanese. (He also assured the 
House that close touch was being maintained with the French 
and the United States Governments.) The only important diplo- 
matic step taken, as pointed out by Mr. Chamberlain to the 
House of Commons on the following day, was the representation 
made by Sir Robert Craigie on June 14 to the Japanese Govern- 
ment in which he had pointed out the danger of provocative 
action by local Japanese which might lead to regrettable inci- 
dents. Such diplomatic measures could hardly have been con- 
sidered adequate to meet the critical situation. 

If the British Government was in doubt concerning the real 
purpose and nature of the blockade, the Japanese lost no time in 
clarifying these issues. Thus Mr. Kawai on June 15 repeated the 
arguments for a fundamental revision of the concessions and 
settlements, and the Japanese press re-echoed these demands. 
The blockade was tightened and the isolation of the British and 
French Concessions was completed. 

Mr. Jamieson, British consul-general at Tientsin, acted vigor- 
ously but any effective action would have had to come from the 
Home Government. On June 16 the British Foreign Office issued 
a statement defining the Government’s position on Tientsin. In 
this it was clearly recognized that the surrender of the four ac- 
cused men was not the reason for the blockade. What was being 
demanded was British co-operation in the construction of a 
“New Order” in the East. This co-operation would mean, ac- 
cording to the Japanese, Britain’s abandoning its “pro-Chiang 
Kai-shek” policies, including protection of anti-Japanese and 
communist elements; the support of Chinese dollars at the sacri- 
fice of Federal Reserve Bank notes; the cornering of commodi- 
North-China Herald, June 21, 1939, p. 489. 
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ties; connivance at the use of wireless by lawless elements and 
permission to use anti-Japanese schoolbooks. Acquiescence in 
the Japanese demands, the British Foreign Office maintained, 

would mean the abandonment under threats of force of the policy which 
His Majesty’s Government has followed in the past, which is the same as 
that of other Great Powers with interests in the Far East 

The Foreign Office statement concluded by expressing the 
hope 

that the Japanese authorities may not maintain their refusal to give further 
consideration to the proposals which have been made in order to localize 
the incident. But if, unhappily, the new demands foreshadowed from official 
Japanese sources in North China should be persisted m, then it must be 
said at once that an extremely serious situation will arise, and that the 
British Government will have to consider what immediate and active steps 
it can take for the protection of British interests m China 

These thinly veiled threats were not taken very seriously by 
the Japanese. The blockade continued, interference with Brit- 
ish shipping increased, and British subjects were subjected to 
further indignities including searching and stripping. Neverthe- 
less, the British Government did nothing to retaliate against 
these war-like acts. Instead, Lord Halifax informed the Japanese 
Ambassador in London that the British Government 

trusted that the Japanese Government would not desire any more than the 
British Government did to widen the area of disagreement or to compli- 
cate a situation that was already extremely difficult. 

This conciliatory attitude was well shown in a speech made 
in London by the Foreign Secretary on June 21. 

I hesitate to believe that the Government of Tokyo would wish deliber- 
ately to challenge the whole tradition and policy of Britain. I believe rather 
that a situation has developed out of some misunderstanding, m part per- 
haps due to a difference of conception. We were asked to take action which 
on the evidence then before us we felt we could not take. 

If placed in similar circumstances the Japanese Government might have 
felt able to act as they wished us to act And they are, therefore, at a loss 
to understand why we refuse, and attribute our refusal to a desire to harm 
their interests. 

I need hardly say that whatever may have been the general British 
judgment about events in China, it has never been any part of our policy 
to allow the concession of Tientsin to be used as a place for activities 
prejudicial to local Japanese military interests. And if they can be brought 
to believe that, and would give proof of their repeated declarations that 

^See Bulletin of International News, July 1, 1939, pp. 9-11, for complete text. 
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they did not aim at the destruction of British interests in the Far East, 
I should hope that the matter may be capable of settlements^ 

The Japanese, who in their previous actions on British in- 
terests in China had not answered kind words with compromise 
but rather with increased attacks, now did likewise. The wires 
around the French and British Concessions were electrified and 
the stripping of British subjects continued. The British Govern- 
ment now felt called upon to renew verbal protests and on June 
24 Lord Halifax strongly protested to the Japanese Ambassador 
against the '‘outrageous behaviour’' of the Japanese army and 
warned that the continuation of such humiliating and degrading 
activities would make an amicable settlement of the crisis there 
more difficult. 

There was, however, no fundamental change in the British 
Government’s position, although its language became less re- 
strained, Mr. Chamberlain, who answered questions in the 
House of Commons on June 15, 19, 22 and 23, did speak of 
"indignities and intolerable insults.” In a speech at Cardiff on 
June 24, Mr. Chamberlain went further. Referring to the 
"high-handed and insulting treatment of British subjects by 
Japanese soldiers,” he declared that 

no British Government can tolerate that its nationals be subjected to such 
treatment as we have heard of in Tientsin, and no British Government 
could submit to dictation from another Power as to its foreign policy. 

But he added that he trusted that Japan had no intention of 
condoning the brutal acts of her soldiers or of challenging the 
rights and interests of British people in China. A reason for the 
Government’s cautious and conciliatory attitude was indicated 
on June 26 when Mr. Chamberlain prefaced his replies to a 
series of questions on the Tientsin situation by saying, 

while insisting that this treatment of British nationals by local Japanese 
soldiers to which I have referred must cease, I do not want to say anything 
today which would prejudice the prospect of a satisfactory issue to the con- 
versations with the Japanese Government. 

The proper atmosphere for the commencement of negotia- 
tions was achieved when General Homma, Commander-in-Chief 
of the Japanese garrison in Tientsin, issued orders on June 27 to 
Japanese searchers to cease inflicting indignities on British sub- 
jects. On the following day Japan indicated its acceptance of the 
Bulletin of International News, July 1, 1939, pp. 13-14 
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British proposal that the Tientsin affair be solved through 
diplomatic negotiations at Tokyo. As expressed by Asahi, the 
Japanese had consented to negotiate because the “British at 
present are showing a sincere desire for a peaceful outcome.”^^ 

In London the Times of June 29 greeted the agreement to 
negotiate as a success for the diplomacy of Sir Robert Craigie. 
In Tokyo it was taken to indicate the realization on the part of 
Britain that Japan could not be intimidated into making con- 
cessions.^^ Japanese official statements maintained that any 
change of venue from Tientsin to Tokyo was not dictated by 
Japanese weakness. A War Office spokesman indicated that the 
Tientsin issue would never be settled, either on the spot or at 
Tokyo, unless Britain changed her alleged antagonistic policy 
toward Japan and supported Japan’s aims in China. He warned 
that the Tientsin situation might be repeated in other parts of 
China if a settlement satisfactory to the Japanese were not 
reached. In Tientsin the Japanese military authorities ordered 
the tightening of the blockade. 

Negotiations for a settlement were not scheduled to open 
until about July 6, but there were advance reports of their prob- 
able content and form. Local Tientsin issues of a military, po- 
litical and economic nature were to be the subject of negotia- 
tion between the Japanese consul in Tientsin, Mr. Tanaka, a 
Japanese military representative and the British superintending- 
consul in Tientsin, Major G. A. Herbert, while Sir Robert 
Craigie and Mr. S. Kato, Japanese minister-at-large representing 
Mr. Arita, would take up the basic issues which had markedly 
affected Anglo-Japanese relations. Sir Robert Craigie himself 
was quoted as saying that the proposed conversations on Tientsin 
might possibly include related issues.^^ This, if true, would have 
meant an important diplomatic victory for the Japanese as the 
British Government had been insisting that Tientsin be settled 
as a local issue. Sir Robert, however, on July 5 declared that it 
was definitely understood that the forthcoming Anglo-Japanese 
conversations would relate to local issues connected with exist- 
ing conditions in Tientsin. It is impossible to determine the 
absolute validity of the earlier statements on the subject matter 
of the conversations, but the actual result indicated that at some 

Quoted in North-China Herald^ 1939. 

For Japanese piess news, see Trans- jpacific, Tokyo, July 6, 1939. 

^ Domei news dispatch dated July 2 and published in North-China Herald 
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Stage in the preliminary or formal negotiations the decision was 
made to widen the scope of the discussions. The formal conver- 
sations began on July 17. 

The nature of these negotiations and the noted Craigie-Arita 
Agreement which resulted from them cannot be understood in 
terms of the Tientsin crisis alone. For, although the spectacular 
character of Japanese activities here overshadowed all else, other 
serious attacks on the British position in China were taking 
place simultaneously. Newspapers might find it more sensational 
to stress the stripping of British citizens, but, from the point of 
view of British interests in China, the blockade of Kulangsu, 
the occupation of Swatow, the blockade of the Chekiang ports 
of Wenchow and Foochow, and the anti-British movement in 
occupied China, were major threats which could not be ignored. 
When the conversations opened in Tokyo, these events were an 
integral part of the China picture. The blockade at Tientsin 
was the most publicized but by no means the only anti-British 
move made by the Japanese during this period. 

On June 14, the blockade of the British and French Conces- 
sions at Tientsin began. On June 15 the move was repeated at 
Kulangsu. All supplies from the mainland were stopped, leaving 
the 50,000 inhabitants of the International Settlement in a pre- 
carious position. According to Mr. Uchida, Japanese consul- 
general, Japan was seeking to make the Kulangsu Settlement 
authorities and the foreign powers realize that Japan could not 
tolerate the international area as an obstacle to the creation of a 
new order in East Asia. The state of isolation continued and the 
blockade was tightened as the American, British and French 
consuls refused to accede to the demands of the Japanese. 

The blockades of Tientsin and Kulangsu were direct attacks 
on British rights in China. The seizure in turn of Swatow, 
Wenchow and Foochow were indirect but important attacks on 
Britain’s interests and position. Swatow, which fell on June 21, 
had since the fall of Canton been one of the few remaining ports 
through which British trade with Nationalist China had flowed. 
Moreover, its proximity to Hongkong and its potential use as a 
naval and air base constituted a threat to Hongkong, and to 
communications between Hongkong and Manila. Its capture 
was, moreover, immediately followed by a blockade, which the 
British refused to recognize. However, when British ships at- 
tempted to use the port, barbed wire barricades were placed 
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around the British wharves and the blockade was maintained in 
spite o£ British threats to convoy merchantmen desiring to 
enter the port. The Japanese relented early in July to the extent 
of allowing one vessel of each foreign power to enter each week. 

The action at Swatow was followed by a blockade of Wen- 
chow, the coastal port of Chekiang, which had been the most 
important pivot of cargo transportation between Shanghai and 
Chekiang and thus the most important coastal connection of 
Nationalist China. Here, too, British trade and shipping suf- 
fered considerable losses as a result of the Japanese blockade. 
This situation was aggravated by the closure of Ningpo, the 
other important port of Chekiang, and by the blockade of 
Foochow, an important coastal port of Fukien. By these acts, 
the Japanese had completely severed the coastal centers from the 
hinterland of Central China, the chief sphere of British trade. 

The Japanese explained that the closure of these ports was 
not intended as a measure against Great Britain, but the Japan- 
ese sponsored anti-British campaign in China was an open attack 
on the British in China. The anti-British campaign began in 
April and May 1939, but it did not reach serious proportions 
until June. Superficially the movement was somewhat similar 
to the anti-British movement of 1925-7 but in origin and sig- 
nificance it was entirely different. The earlier outbreak had been 
an expression of the anti-imperialist phase of the Chinese na- 
tionalist movement; the latter was the artificially stimulated 
move of the Japanese to drive British interests out of China. 
Nationalistic Chinese were fully conscious of the fact that the 
Japanese attacks on the Western powers in China were part 
of the Japanese plan to secure a “new order” in China and thus 
gave no voluntary countenance and support to the Japanese- 
incited anti-British campaign. Nevertheless, by appealing to the 
poverty-stricken and the less politically alert Chinese and by giv- 
ing the movement organization and protection, the Japanese 
were able to develop a serious threat to the British in China. 

In the earlier stages the movement took the form of anti- 
British parades and the display of anti-British posters. Thus early 
in June, Japanese-controlled Pootung was the scene of an anti- 
British parade which carried such slogans as “The British have 
ill-treated Chinese workers and therefore they are the public 
enemies of the Chinese,” and “British capitalists are ghosts who 
absorb our blood and sweat.” These slogans, reminiscent of 
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1925-7, were inspired by the Japanese who loudly heralded their 
anti-communist feelings. 

These supposedly spontaneous outbursts of anti-British feel- 
ing were soon accompanied by official attacks by the authorities 
of the Japanese-sponsored regimes in China. For example, Mr. 
Lien Yu, foreign minister of the Nanking Reformed Govern- 
ment, attacked the British for supporting Chiang Kai-shek and 
encouraging the Chinese Communists and threatened the Brit- 
ish with dire consequences unless they voluntarily carried out 
“a thorough-going reform of the concession system.'’^^ In this 
manner Mr. Lien clearly indicated the connection between the 
anti-British attacks and the Japanese blockade at Tientsin. 

By the second week in June, the campaign was in full blast 
from Peking to Canton. British diplomatic protests were of no 
avail. Instead the movement spread to Shansi and even to For- 
mosa. When diplomatic negotiations opened in Tokyo between 
Craigie and Arita, the anti-British campaign in China was being 
steadily intensified. 

Anglo- Japanese ''Conversations'' 

The Japanese, determined to put as much pressure as pos- 
sible on Great Britain, also fostered an anti-British movement 
in Japan. Thus on the eve of the Anglo- Japanese negotiations 
anti-British rallies were held throughout Japan under such slo- 
gans as ‘‘Crush the false diplomacy of cunning Britain,'’ “Let 
the foreign concession areas, the cancers of East Asia, be abol- 
ished,” and “Down with the admirers of Britain who are ene- 
mies of our people.” In this atmosphere the Anglo- Japanese 
negotiations began in Tokyo. 

On July 17 Prime Minister Chamberlain told the House of 
Commons the results of the first conference between Sir Rob- 
ert Craigie and Mr. Arita. They had “held a friendly discussion 
on the general question forming the background of the situa- 
tion which has arisen in Tientsin.” Mr. Chamberlain empha- 
sized that Great Britain “would not, and could not,” fundamen- 
tally reverse her Far Eastern policy at the demand of Japan. 
Moreover, the Japanese Government had not demanded any 
such step. The Japanese official attitude, he said, could be more 
accurately described (and for this he cited Sir Robert as his 
authority), 

^^North-China Herald, June 21, 1939. 
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as a desire that Great Britain should endeavour to regard the Smo-Japanese 
hostilities with more understanding of Japanese difficulties and Japan’s 
side of the case. 

Mr. Chamberlain agreed with His Majesty’s Ambassador in 
Tokyo 

that to attribute to the Japanese Government intentions which may be 
found to have no basis in fact, would only be calculated to prejudice the 
success of the forthcoming negotiations. 

The negotiations proceeded and long discussions between the 
Japanese Foreign Minister and the British Ambassador took 
place. As reported by Domei, Sir Robert indicated a “manifest 
desire for conciliation,” while the Japanese Foreign Office stated 

that Japan did not wish to interfere in British policy but that it was un- 
deniable that the situation had now changed radically and that these 
changes could not be ignored in considering the background of the Tientsin 
afEair. 

On July 22 the London Times in a leading article indicated 
the way the wind was blowing. “It is necessary,” it said, “to 
recognize the hard facts of the situation in North China,” in- 
cluding the enormous preponderance of Japanese in North 
China, their de facto military occupation of the chief cities in 
that territory and their claim that the existence of foreign areas 
in that region should not militate against the security of their 
forces or their Chinese allies. The British Government, the jour- 
nal asserted, could, without loss of dignity, give an assurance 
that the concessions would remain neutral, and could investigate 
the possibility of a modus vivendi between the Japanese forces 
in the occupied portion of China and the authorities in their 
neutral areas. 

On the same day the Japanese Foreign Office issued a state- 
ment that an agreement had been reached on general questions 
forming the background in Tientsin. Although the terms of the 
agreement were not formally announced as such until July 24, 
on July 22 Tokyo knew and rejoiced in the content of the agree- 
ment. The Prime Minister announced that Britain had agreed 
to a formula applicable to the whole of China rather than one 
limited to Tientsin. It was this aspect of the agreement, rather 
than the terms themselves, which aroused jubilation in Japan, 
for hitherto the British had consistently refused to expand the 
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Tientsin negotiations into a consideration of the entire China 
question. 

The exact terms of the formula were stated by Mr. Chamber- 
lain in the House of Commons and by Lord Halifax in the 
House of Lords on July 24: 

His Majesty’s Government in the United Kingdom fully recognizes the 
actual situation in China, where hostilities on a large scale are in progress, 
and note that as long as that state of affairs continues to exist, the Japanese 
forces in China have special requirements for the purpose of safeguarding 
their own security and maintaining public order in the regions under their 
control, and that they have to suppress or remove any such acts or causes 
as will obstruct them or benefit their enemy 

His Majesty’s Government have no intention of countenancing any acts 
or measures prejudicial to the attainment of the above-mentioned objects 
by the Japanese forces and they will take this opportunity to confirm their 
policy in this respect by making it plain to the British authorities and 
British nationals in China that they should refrain from such acts and 
measures.^® 

The Prime Minister then attempted to justify this position by 
pointing out that the Japanese Government had, at the outset of 
the conversations in Tokyo, expressed the view that the back- 
ground of the Tientsin situation must be recognized if mis- 
understandings were to be removed. This, said Mr. Cham- 
berlain, had nothing to do with Britain’s China policy, but was 
a question of fact. The Japanese Army, he maintained, had to 
provide for its own security and maintain order in the occupied 
areas and was, therefore, obliged to take action to see that these 
causes were not prejudiced. The formula, he insisted, would 
clear the way for discussions on Tientsin. 

British opinion upon the Prime Minister’s views was divided. 
The British in China gave it a mixed reception. The Brit- 
ish Chamber of Commerce and the China Association in Shang- 
hai sent a categorical protest in the form of a telegram de- 
nouncing the Anglo- Japanese agreement as “likely to result in 
the deplorable betrayal of British rights and interests and ob- 
ligations in China.” The agreement, the telegram claimed, 
recognized by implication that the insults and indignities to 
Britons in Tientsin, which had been referred to by the Prime 
Minister as intolerable, were justified. 

Unless the agreement is limited by precise definitions, both the present 
and the future of British operations m China will be subject to the control 

46 Parliamentary Debates, House of Commons, Vol. 350, col. 994. 
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o£ the Japanese military and will be dependent on their interpretation of 
the extremely wide rights conceded to them. 

The protest from the two Shanghai associations concluded 
by saying that 

The agreement is considered here to indicate that Britain is abandoning 
her duty, obligations and legal position m a manner as injurious to her 
honour and prestige as to her interests,^’' 

This protest was attacked, however, by the North-China Her- 
ald, This journal professed to see in the agreement merely a 
reaffirmation of that neutrality upon which Great Britain had 
insisted ever since the outbreak of the '"China Incident,'’ and 
condemned the protest of the British Chamber of Commerce 
and the China Association in Shanghai as being "rash,” "tor- 
tuous of reasoning” and indicating "the breadth of vision of 
the three tailors of Tooley Street.” When the committees re- 
sponsible for the action pointed out that the decision had been 
unanimous, the North-China Herald accused them of a "purely 
parochial outlook,” and added that 

the sooner it is realized that the China situation is but one of the many 
important issues with which the British Government have to deal, the 
sooner will come a realization that the days of immediate solutions are 
not yet here, and that considerable more patience needs to be shown.'*® 

In spite of the assurances of the British Government and of 
the North-China Herald^ many of the British residents in China 
as well as the Chinese Nationalists were definitely anxious about 
the possible results of the agreement. The Japanese interpreta- 
tion of the formula as a complete about-face on the part of Great 
Britain, coupled with plainly spoken warnings that this must 
be followed by acceptance of the concrete Japanese demands, 
boded ill for the future of British interests. 

The second stage of the Tokyo conference which was to dis- 
cuss the settlement of the Tientsin issue began on July 24.^^ 

North-China Herald, August 2, 1939. 

^North-China Herald, August 2, 1939 See the section called “Letters to the 
Editor” for interesting comment on the agreement and the action of the Shanghai 
bodies. 

The demands of the Japanese were: L Extradition of the terrorist who as- 
sassinated Mr. Cheng Shi-kang, Tientsin Customs official and employee of the 
Tientsin branch of the Federal Reserve Bank; 2. Strict policing of unlawful ele- 
ments within the Concession and maintenance of peace and order there, 3. Joint 
search for anti-Japanese elements in the Concession, 4. Discharge of anti-Japanese 
Chinese offiaals; 5. Surrender of the silver in the Concession; 6. Prohibition of 
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The questions which received the most attention were the dis- 
posal o£ the Ch-1 48,000,000 silver stocks being held for the 
Chungking Government in the British Concession at Tientsin, 
British co-operation in the Japanese financial schemes for North 
China, and the problem of maintaining peace and order within 
the Concessions. On July 26 Mr. Arita reported that the con- 
ference was making “smooth progress,’' but on July 28 the con- 
versations were adjourned. A snag had been struck over the 
Japanese request that the Chinese specie held in banks in the 
British Concessions be surrendered, and the conference was 
adjourned until July 31 to enable Sir Robert Craigie to refer 
the question to London. However, between July 26 and July 28 
another important development had taken place, for on July 27 
the Government of the United States announced its decision to 
denounce the 1911 Treaty of Commerce and Navigation with 
Japan. This act altered the atmosphere of the Anglo- Japanese 
negotiations. Rumor in London as well as in China and Japan 
suggested the possibility, that Great Britain might denounce the 
Anglo- Japanese Trade Treaty of 1911.^^ 

The changed conditions were immediately reflected in a 
changed attitude on the part of the British Government. Mr. 
Chamberlain in the House of Commons on July 31 still de- 
fended the July 24 formula but stressed that the anti-British 
agitation in North China (which had been steadily going on) 
had to stop or the British Government would be obliged to 
take a very serious view of the situation. Its continuance, he 
said, would make a successful outcome of the Tokyo negotia- 
tions very difficult. 

The Japanese still gave no sign of relinquishing their attacks 
against the British in China and, in fact, the anti-British cam- 
paign in China and Japan was intensified and the blockade of 
Tientsin tightened. Sir Robert Craigie pleaded lack of new in- 
structions and the Tokyo conference came to a standstill. Japan 
was rapidly losing the diplomatic advantage she had gained by 

circulation of the fapi within the Concessions, 7 British co-operation in circulating 
the Federal Reserve Bank Notes, 8. Pei mission for examination of Chinese money 
exchanges, banks and firms by the Japanese. 

so Lord Halifax indicated the effect of the American move m a speech made 
to the House of Lords on August 3. In this he referred to the possibility of the 
Government eventually deciding to denounce the 1911 Treaty. He coupled this 
remark with a renewal of the British offer of “good offices” in arranging a settle- 
ment m China which would take third-party interests into consideration. 
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the July formula. Its real importance depended upon its imme- 
diate implementation and the strong British stand indicated 
that this was becoming less likely every day. Prime Minister 
Chamberlain on August 4 made his ''makes my blood boil” 
declaration. In this he told the House of Commons that he still 
favored settling the British differences with the Japanese by 
discussion and negotiation, but that in certain circumstances 
the British Fleet might be sent out to the Far East. He also made 
the statement that it made his "blood boil to hear and read of 
some of the things that have been happening there.” However, 
he still expressed great hope for the successful conclusion of the 
Tokyo negotiations on Tientsin. 

The Japanese countered the new British stand with the threat 
of a military alliance with Germany and Italy. On August 4, 
1939, the Japanese ambassadors to Rome and Berlin announced 
that they were concluding Japan’s adherence to the Italo-Ger- 
man military alliance. The British refused to be impressed and 
stalled for time. Sir Robert remained without instructions, while 
the Japanese fussed and fumed and threatened to break off the 
Tokyo parleys. The situation became worse for the Japanese as 
France and the United States intervened in the Tientsin cur- 
rency and silver stock issues as parties having common interests 
with Britain. The British could and did plead the impropriety 
for Great Britain to negotiate without the presence of French 
and American representatives at the conference table. Japan 
did not want this, but any refusal might have brought the 
dreaded denunciation of the Anglo-Japanese Trade Treaty, the 
possibility of which the British press in Britain and in China 
constantly emphasized. 

Instead of retreating, the Japanese decided to increase the 
pressure on the British. Not only was the anti-British move- 
ment further intensified, but a military blockade of Hongkong 
was threatened. As a result of a movement by a Japanese de- 
tachment numbering 500 men on August 16, Japanese and 
British troops faced each other across the border at Shumchun, 
while Japanese spokesmen proclaimed the necessity of isolating 
Hongkong "so long as Great Britain assisted the Chinese Gov- 
ernment.” 

Anglo-Japanese relations seemed to have reached the break- 
ing point. This was evidenced by the formal statements on 
the Tokyo negotiations issued by the British and Japanese 
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Foreign Offices on August 20 and August 21, respectively. The 
British Foreign Office statement maintained that the negotia- 
tions had broken down over the questions of currency and silver 
reserves. These economic issues, it said, would be discussed only 
if the interests of the other parties involved were safeguarded 
by allowing Great Britain to consult with and to have regard 
to the views of these third parties. It concluded by repeating 
the declaration made in the note of January 14, 1939, that it 
did not regard treaties as eternal and that it was prepared to 
consider any constructive proposals which the Japanese Govern- 
ment might have to make regarding the modification of existing 
treaties, but added the important qualification that it consid- 
ered it 

essential, however, that all parties to the Nine Power Treaty and other 
Treaties which govern the situation in China will be enabled at the appro- 
priate time to express their views and make a contribution to a settlement 
which should be equitable for all concerned 

The Japanese Foreign Office denied the British contentions, 
and the British were reminded not only that the negotiations 
had been instituted at the request of the British authorities and 
that the British conferees had entered the talks with a full un- 
derstanding of the nature of the Japanese demands, but that 
they had also agreed on a formula by which the parleys were 
to be conducted. Therefore, the British contention of incom- 
petence to discuss the economic issues as the subject of an 
Anglo- Japanese agreement was ‘'not warrantable.’' The Japa- 
nese hammered on this point and pointed out that on August 1 
the British representatives had agreed to a meeting of a sub- 
committee on economic questions and had entered into definite 
discussion of the economic question. The British reference to 
the Nine Power Treaty was rejected with a reminder that “the 
attitude of the Japanese Government regarding the pact has 
been repeatedly made clear.” Moreover, the Japanese professed 
to be unable to comprehend how a discussion of the Nine Power 
Treaty could be useful in settling the Tientsin issue. As for the 
British statements on the third parties involved, the Japanese 
Foreign Office statement rejected any intervention by third 
powers on the ground that it “would only serve to delay and 
complicate the questions.”^^ 

51 See the London Times, August 21, 1939, for the complete text. 

52 See Trans-Paafic, Tokyo, August 24, 1939, for complete text. 
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The Japanese Foreign Office did not know when it issued 
this statement on August 21 that by the morrow its diplomatic 
position would become immeasurably weakened, for on August 
22 the proposed Nazi-Soviet Non- Aggression Pact was announced 
and on August 23 the treaty was signed. Japan had been left 
“badly in the lurch” and, as expressed by the North-China Her- 
ald, ran “the risk of being left very much alone.” 

The Hiranuma Government, unable to cope with the changed 
situation, resigned. The British Government, however, pre- 
occupied with the immediate prospects of a war in Europe, did 
little in the Far East. There are even indications, that the 
British were desirous of reopening negotiations for an agree- 
ment with Japan. Thus the British Foreign Office announced 
on August 26 that the four Tientsin suspects were to be handed 
over to the Japanese authorities. This step was in itself of minor 
importance because the point had been settled during the 
Tokyo conversations, but coming three days after the signature 
of the Nazi-Soviet Pact and four days after the breakdown of the 
Anglo-Japanese conversations, it implied a willingness on the 
part of the British Government to review the situation. 

The nature of any desired agreement was indicated in a series 
of remarkable leading articles in the North-China Herald of 
August 30. The one dated August 28 and titled The Crossroads 
contained a complete analysis of the new situation and possible 
outcome as seen from the British point of view. It began with a 
statement of Japan’s new position. 

The betrayal of Japan by the conclusion of the German-Russian non- 
aggression pact, including as it does agreement not to join any combination 
of Powers directed against either of them, and thereby completely nullify- 
ing the Anti-Comintern Pact, places Japan in a position from which she 
may, if she chooses, reconsider the whole of her policy in the Far East, not 
so much with the idea of radically changing it, as with the intention of 
allaying much of the suspicion and anxiety, which it has created in the 
minds of third-party neutral powers. It should be plainly stated . . . that 
past Japanese policies have estranged countries which might have been her 
friends, while at least one of those nations upon which she has been relying 
has left her in the lurch, and there is little to suggest that in the very near 
future Japan may not find herself completely isolated That is desirable 
from no point of view whatever, and the fact is becoming recognized even 
in Japan itself. 

The journal then examined the possibilities confronting 
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Japan — some agreement with the Soviet Union or with Britain, 
France and the United States. 

It has been suggested that she might be induced to enter into a non- 
aggression pact with the Soviet, but it is difficult to see where in Japanese 
circles there can be any support for so radical a change m Japanese policy. 
It would amount to the negation of all that Japan has stood for in the past, 
and would deprive her of one of her main reasons for conducting hostilities 
in China 

This possibility rejected, it examined the other. 

It is suggested, however, that by a very slight modification of policy Japan 
might be able to bring about a state of affairs in the Far East not en- 
tirely at variance with the desires which so many of her spokesmen have 
on occasion outlined. There is reason to believe that if the Japanese Gov- 
ernment were to explore the possibility of inviting Great Britain, France 
and the United States to a conference for the settlement of outstanding 
questions between her and those three countries, a means might be dis- 
covered of bringing an end to the present hostilities in a manner which 
would do credit alike to Japanese arms and statesmanship. Recent tele- 
grams suggest that there is a section of the Japanese public which is in 
favor of some such step being taken, and while it is apparent that pre- 
liminary moves would have to be made very delicately, there is no reason 
to believe that something of this nature could not be done. 

The basis for such an agreement was then given. 

At the moment the issues which Japanese action in China have pre- 
sented are confused There has been no clear definition of what Japan 
means by the establishment of a new order in China. If it means, as so 
many Japanese have claimed, the total exclusion of foreign trade other than 
Japanese from China, it may be said straight away that that policy can never 
be acceptable to those nations which have established themselves as traders 
in this country by honourable means and prolonged industry If, on the 
other hand, Japan is ready to accept British recognition, as enunciated by 
Mr. Chamberlain, of the fact that Japan by reason of propinquity, etc , has 
a just claim to a special position vis-a-vis China, then a basis can be found 
for a discussion of the whole of the Far Eastern issues by some such con- 
ference as is suggested On the side of the Powers this would involve recog- 
nition of a de facto state of affairs, which need in no way prejudice the 
present position of the Chinese National Government, and might very 
well in the not too distant future lead to that peace which this portion of 
the world so earnestly desires. Let it be admitted that tins would be going a 
long way to meet die Japanese, but that is necessary in order that Japan 
should be given an opportunity of proving to the world the truth of her 
repeated assurances that she has no intention of damaging the interests of 
third-party neutrals. The establishment of a modus vivcndi, whereby the 
eminent rights of Japan are recognized in Japan, and the existing rights 
of other foieign nations are admitted, should not meet with any insuper- 
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able difficulties. It would entail the meeting of some of the demands which 
Japan has from time to time put forward, and which, in the changed cir- 
cumstances which would thus be brought about, could with justice be in- 
sisted upon, and if this does indeed amount to a compromise, it is one in 
which Japan not only loses nothing, but actually stands to gam considerably, 
and tliat without further damage to other foreign interests in this country. 

The obvious objection that the gain would be at the expense 
of Nationalist China was foreseen by the North-China Herald, 

The criticism may be advanced that any such arrangement would be a 
departure from that neutrality which third parties have maintained, and 
would amount to a betrayal of the Chinese National Government. It would 
in fact be nothing of the sort; for it merely involves the recognition of a 
state of affairs, which it is doubtful whether the Chinese will be able to 
remedy for a very long time to come, and, therefore, constitutes a full 
appreciation of realities, doing no harm to anyone, and likely to be pro- 
ductive of much good in the elimination of the present misunderstanding 
between Japan and the tliree Great Powers most immediately concerned. 

The leading article concluded with a summary of its pro- 
posals which re-emphasized their extraordinarily conciliatory 
nature. 

In order to emphasize this point the proposition is restated. It ought to 
be possible by means of such a conference for all concerned to make the 
best out of what is, and has been nothing but a bad business, and to bring 
about a greater degree of stability in the Far East than has existed for all 
too long a time. The question is whether Japan will seize upon such an 
opportunity There is every reason why she should The estrangement 
which exists between Japan, on the one hand, and Great Britain, France 
and the United States, on the other, has arisen not from any duplicity on 
one side or the other, but from an honest difference of opinion as to the 
correctness of Japan’s policy in China At no time have the last three Powers 
ever led Japan to believe that they approved of what she was doing, and 
consequently it can never be alleged against them that they have let her 
down. The failure of the Anti-Comintern Pact has left Japan isolated in 
a manner which no Power should be today, and there appear to be only 
two cures for the evil— either that she should make a complete volte face in 
her policy, and follow Germany into the wilderness of inconsistency, which 
is unthinkable, or so to conduct her policy as to remove existing tension, 
and make it possible for other Powers interested in China to cooperate as 
far as they logically can.®® 

The Hiranuma Cabinet did not respond to these overtures 
and before the new cabinet of General Abe could begin to 
function, war had broken out in Europe and a new chapter 
in British policy in the Far East had begun. 

63 M orth-China Menald, August 30, 1939. See also other editorials in this issue 
and the issue of September 6. 
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RECAPITULATION AND CONCLUSION 

The outbreak of the Sino- Japanese conflict more than two 
years ago brought about a major shift in the center of gravity of 
British interests in China. Only by examining the change which 
has taken place during the hostilities in China — which has been 
lost sight of in the welter of sensational “incidents” in the last 
two years — can Britain’s present position, and possible points 
of departure in the future, be properly appreciated. This major 
change, in a word, was the attempt to substitute Rangoon in 
Burma for the coastal ports in China as a center for the eco- 
nomic penetration of the vast interior of Nationalist China. 

That Great Britain should have been the non-belligerent na- 
tion most affected by the hostilities in the Far East was only to 
be expected. Of all Western powers she has the largest economic 
stake in China. These British interests have developed in 
entrepot coastal centers which have owed their importance and 
their existence as separate entities to the vast hinterland. Boats, 
automobiles, railways and airplanes have been the means of pen- 
etration; and the rivers, canals, roads and railway lines which 
connect the ports with their markets, the essential arteries. The 
Japanese by their successive military drives in three main regions 
of China have been cutting these vital arteries. In the early part 
of the war British interests in China met the problem of form- 
ing new connections with the hinterland by using already estab- 
lished coastal centers for new purposes, or by vitalizing formerly 
obscure and unimportant Chinese ports. When, however, 
Japan’s drive in South China, followed by her blockade of 
China’s coast, made all these expedients insufficient, Britain was 
forced to seek an entrance to inland China outside the country. 

The transition from the traditional British position in China 
to the present one began with the outbreak of hostilities in 
North China in July 1937. The British interests in this area 
were the first to experience the effects of the disruption of nor- 
mal relations between entrepot and hinterland. Tientsin had 
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become the most important trading port of North China, owing 
largely to the construction of railways and the conservancy work 
in the Hai River, which facilitated the exploitation of the coal 
mines in the surrounding region, and to the promotion of the 
wool trade with Mongolia. British interests in and around 
Tientsin cover many fields of activity, including coal mining, 
banking and manufacturing, and especially trade. The total 
value of British municipal and private property in Tientsin is 
estimated at £10 million, and another £25 million is invested 
in business interests in North China generally. The trading con- 
nections and business organizations built up by British firms in 
the eighty years since the opening of the city would alone assure 
the British a substantial share in the development of the Tien- 
tsin area, provided, of course, that the open door was maintained. 

This last proviso is the key to the situation. The railway lines 
which radiate from Tientsin and Peking — the most important 
being the Tientsin-Pukow and Peking-Hankow lines — are the 
main links between Tientsin and the interior. The Japanese 
have been using their control over these communications as an 
effective weapon in squeezing British interests out of North 
China. The fact that British bondholders have large interests 
in these railways has granted the British no immunity from dis- 
criminatory steps. These acts alone would weaken the British 
position, but to them has been added the establishment of 
monopolies, export prohibitions, exchange control regulations, 
tariff revisions favorable to Japanese products, and inefficient 
telegraph service. The blockade of the concession threatens even 
the existence of the concession itself. In short, at the time of this 
writing,^ the Japanese are at the same time attempting to monop- 
olize Tientsin’s hinterland and to undermine Britain’s power 
in North China at its most vulnerable point. 

Although available statistics indicate that the total value of 
trade between Tientsin and Great Britain has increased during 
the present hostilities, the Japanese gain has been incomparably 
greater. The British increase, moreover, was not absolute and 
must be seen in the light of the closing of other ports, rerouting 
of intercoastal trade, and rising prices. Tsingtao, formerly an im- 
portant center for British trade in North China, is now practi- 
cally closed to British trade and the important bristle exports 
formerly enjoyed by Tsingtao now go through Tientsin. Cotton 

1 September 1939. 
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exports which under ordinary circumstances would have gone 
down to Hankow or Shanghai have, owing to military oper- 
ations in the Yangtze Valley, been finding their way north to 
Tientsin. The total tonnage of British shipping (entering and 
clearing) in the port of Tientsin during 1938 was greater than 
in 1937 or 1936, but the Japanese flag has displaced the British 
from first place. 

Two of the largest British enterprises in North China, how- 
ever, have escaped the fate of most British trading concerns in 
this area. The Kailan Mining Administration and the British- 
American Tobacco Company both supply commodities of which 
the Japanese are in need, and both have attempted to make 
their peace with the Japanese. The former not only decided to 
increase its coal output from 5,500,000 to 6,500,000 tons to meet 
increasing demands from the Japanese but also expanded its 
activities by Ch.f 10,000,000 worth of debentures issued in 
London in December 1938. The Japan Times pointed to this 
as evidence of “British diplomacy based on reality.” 

The British-American Tobacco Company, which has exten- 
sive interests throughout North China, has also done quite well 
during the present hostilities, but it faces increased Japanese 
competition. Its profits for 1938 amounted to £5,500,886, which 
was £169,563 less than that earned in 1937 but somewhat more 
than the sum earned in 1936. The apparent decrease in 1938, 
moreover, was due to increased taxation. Sir Hugo Cunliffe- 
Owen, chairman of the company, has expressed confidence in 
the future provided “we enjoy only reasonable stability in world 
affairs and provided we also enjoy equal opportunities with 
our competitors.” But the experiences of the B.A.T. and the 
Kailan Mining Administration must be regarded as exceptional; 
both organizations are able to profit from what is denied to the 
other British interests in North China — unbroken connections 
between the chief ports and the interior, and freedom from dis- 
criminatory activities. 

The story of British interests in Tientsin and North China 
was repeated in Shanghai and the Yangtze Valley. Only in the 
latter area the stake was much larger. The Yangtze Valley has 
always constituted the chief sphere of British interest in all of 
China, and Shanghai is its chief port. British investments in 
this city alone were estimated at approximately £180,000,000, 
or about 60 per cent of total British investments in China at 
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the beginning of the hostilities in 1937. The losses to British 
interests in Shanghai as a result of more than a year’s isolation 
from the intei-ior were computed by the British Chamber of 
Commerce in October 1938 to be between £5,000,000 and 
£6,500,000, as contrasted with an estimated decline in the value 
of British investments in all China of over £120,000,000. Shang- 
hai’s isolation was achieved by Japanese control of the chief 
arteries which connect the port and the interior — the Yangtze 
River and the Shanghai-Nanking and Shanghai-Hangchow- 
Ningpo Railways. 

Yangtze shipping, which before the outbreak of hostilities 
had been practically a Sino-British monopoly, had carried goods 
as far west as Szechwan. As long as the Yangtze was the scene 
of large-scale hostilities, British business circles in Shanghai 
accepted the argument of “military necessity” as a valid reason 
for the closure of the river to foreign merchant vessels. But as 
It became increasingly evident during 1938 that Japanese mer- 
chant vessels were doing what had been forbidden to British 
vessels, that tens of thousands of tons of exports and imports 
were passing up and down the lower Yangtze under Japanese 
auspices and for Japanese accounts, that the cargoes were not 
war supplies but rather such commodities as sandalwood, silk- 
waste, piece goods, candles, soap and cigarettes, and that booking 
offices in Shanghai were soliciting passengers and freight and 
offering to secure military passes, then British trading circles 
in Shanghai became convinced that Japan intended to maintain 
a monopoly over the biggest domestic market in China. 

Similarly the British no longer accepted the Japanese plea 
of military necessity in the case of Shanghai’s rail connections. 
The Japanese have been operating the Shanghai-Nanking Rail- 
way and the Shanghai-Hangchow section of the Shanghai-Hang- 
chow-Ningpo Railway, but they have installed a system of mili- 
tary passes and permit other travelers to use the line only under 
the closest restrictions. Moreover, it is claimed that the Japanese 
have persistently refused to allow the representatives of the 
bondholders, chiefly British, to exercise any of their legal rights 
in the management of the line or to inspect it; that they have 
continued to operate the railway in violation of the terms of 
the loan agreement, and have appropriated the revenue which 
legally belongs to the bondholders; and that they have formed 
a company, the Central China Railway Company, with capital 
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said to be subscribed by the Japanese Government and Japanese 
interests, and the Nanking “Reformed Government,” in equal 
shares, to operate these lines. The Chinese Government, it 
should be added, has declared its inability to accept responsi- 
bility for the obligations of the railways which have fallen into 
Japanese hands. The loan services are now in default and the 
Shanghai-Nanking Railway is already £1,392,000 in arrears and 
the Shanghai-Hangchow-Ningpo Railway £66,000. 

Of course, not all British interests in Shanghai have been 
adversely affected by the war. A boom in local business, build- 
ing construction and industrial activity arising out of currency 
depreciation and an influx of hundreds of thousands of refu- 
gees has somewhat mitigated the effect of the “peaceful siege.” 
Thus many British firms, including the Hongkong and Shang- 
hai Banking Corporation, the Ewo Cotton Mills, the largest 
textile factory in China, and the Shanghai Waterworks Com- 
pany made considerable profits during 1938. 

While the boom has succeeded in reversing the downward 
trend in the volume of Shanghai’s trade, it has not fundamen- 
tally affected the changes in the character of the trade brought 
about by barring British commercial shipping from the Yangtze 
and by restricting the use of the railways. With access to the raw 
materials of Central China gone, Shanghai not only lost a 
profitable export trade but even had to import the same com- 
modities from elsewhere to supply its own needs. Thus manu- 
factured products took on a new importance in Shanghai’s ex- 
port trade while, conversely, raw materials took on a new 
importance in her import trade. For example, imports of cot- 
ton piece goods from foreign countries declined, but imports 
of raw cotton rose sharply. The latter trend was a direct response 
to the reopening of the mills in Shanghai, the large export of 
North China cotton to Japan, restrictions on shipments to 
Shanghai, and the closure of the Yangtze which has compelled 
the Shanghai mills to purchase foreign cotton. Shipments of 
vegetable oil, tallow and wax constituted in 1936 and 1937 the 
main group of Shanghai’s exports, but during the first six 
months of 1939 the export of these commodities was valued at 
Ch.$ 2,007,136, compared with Ch.$ 3,602,243 for the corre- 
sponding period in 1938, and Ch.$ 44,306,045 for the same 
period in 1937. Piece goods exports, on the other hand, totaled 
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Ch.| 13,862,504 for January-Jutie 1939, compared with Ch.| 
7,067,487 for the corresponding period in 1938. 

The separation of Shanghai from the interior also seriously 
affected the volume as well as the nature of its trade. Only 30 
per cent of China’s trade passed through Shanghai during 1938 
in comparison with over 50 per cent under normal conditions. 
Shanghai’s total foreign trade in 1938 (Ch.$ 491,273,386) de- 
clined by some 46 per cent as compared with 1937 or 1936. 
The total value of foreign imports into Shanghai decreased by 
more than half between 1936 and 1938, and imports from Great 
Britain declined about 57 per cent. Similar declines were seen 
in the value of exports. The downward trend was reversed, 
however, in 1939 as a result of the boom just mentioned. Trade 
with Great Britain increased markedly, although not so much 
as that with Japan and the United States. 

The decline in Shanghai’s coastwise trade even more clearly 
reflected the effects of Shanghai’s isolation. Coastwise imports 
of Chinese merchandise were valued at Ch.$ 237,700,000 in 
1938 as against Ch.$ 436,500,000 in 1937, and coastwise exports 
at Ch.| 319,000,000 as compared with Ch.$ 434,500,000 in the 
preceding year. Moreover, the Japanese blockade of the coastal 
ports threatened what remained of the coastwise trade. Until 
this blockade, Shanghai had carried on a brisk trade with the 
Chekiang ports of Ningpo and Wenchow. Since the closure of 
the Yangtze both of these ports had served as centers through 
which considerable tonnage of export products from the Chi- 
nese-controlled areas reached Shanghai and through which 
products of Shanghai moved to interior China over combina- 
tion highway-rail routes. This trade has now ceased. 

Shanghai’s shipping — overseas, coastal and inland — has re- 
flected trade conditions. The total tonnage entered at Shanghai 
during the year 1938 was 9,742,768 tons — a sharp decline from 
the 13,254,437 tons in 1937 and 18,826,779 tons in 1936. How- 
ever, while in overseas shipping the totals for 1938 of 1,150 ves- 
sels and 5,250,874 tons were only slightly less than the figures for 
1937, in coastal shipping the totals for 1938 (2,712 vessels and 
1,737,495 tons) came to less than half of those for 1937. British 
shipping showed similar changes. British entries from abroad 
into Shanghai in 1938 amounted to 2,429,278 tons, which com- 
pared favorably with the 1,841,249 tons in 1937 and with the 
2,615,839 tons in 1936. British entries from Chinese ports, on 
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the other hand, have steadily declined from 2,977,964 tons in 
1936 to 1,443,722 tons in 1938, primarily because of the closure 
of the Yangtze River. By restricting the use of Chinese ports, 
the Japanese have attacked the last remaining important coastal 
centers which gave the British contact with the hinterland of 
Central China. At least one thing is certain: the “prosperity'' 
which the British in Shanghai are enjoying at present is not 
based on durable factors such as trade with the interior or 
coastal shipping. Only the restoration of the former connec- 
tions with the hinterland could restore the British in Shanghai 
and throughout Central China to their former outstanding 
position. 

In Central China, Hankow, 600 miles up the river from 
Shanghai, had been the main center of British interest in the 
interior. This city served as the chief feeder and outpost of 
Shanghai until booms were laid across the Yangtze at Kiangyin 
in August 1937. Then recourse was had to the recently com- 
pleted Canton-Hankow Railway. The extensive use of this rail- 
way for government supplies, however, limited the importa- 
tion of general merchandise from the coast to comparatively 
minor quantities, not to speak of the risks and delays en route 
caused by continuous Japanese bombardments. The net result 
was what might have been expected. Finally, as the Japanese 
military forces approached the Wuhan cities, factories, shops 
and people began a general evacuation and since the arrival of 
Japanese forces on October 26, 1938, there has been a complete 
stagnation of business. Here, even more than in Shanghai, the 
sine qua non of a revival of British trade is the opening of the 
Yangtze to British shipping. 

Until the completion of the Canton-Hankow Railway in 
1936, the commercial hinterland of Hongkong and Canton had 
been limited to Kwangtung and Kwangsi. These provinces are 
served by rivers flowing south and east from the mountains 
which form the watershed between these rivers and the tribu- 
taries of the Yangtze, and provide a market of some fifty million 
people. The chief characteristic of Hongkong's trade has always 
been its entrepbt character. There was a time when Hongkong 
handled and financed about 40 per cent of all China's foreign 
trade. Since the beginning of the twentieth century Shanghai 
has come to the forefront, but even so Hongkong continued 
until 1936 to handle approximately a quarter of China’s foreign 
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trade. Not more than one tenth of her imports was consumed 
in the Colony, and about the same proportion of exports was of 
local origin. 

The outbreak of hostilities brought an upturn in business to 
Hongkong. For the first eight months of 1938, the Colony’s 
visible trade was 15 per cent greater than for the same period 
of 1937, and 58 per cent greater than for the same period of 
1936. Part of this increase was due to a brisk munitions trade, 
but more important was the diversion of the trade which for- 
merly used to reach the interior up the Yangtze via Shanghai 
but could now be transported via the Canton-Hankow Railway. 
Hongkong’s gain, however, was only a small fraction of Shang- 
hai’s loss. 

In addition to the increased business resulting from the diver- 
sion of trade, the Colony benefited considerably by an influx of 
well-to-do refugees and the establishment of numerous manu- 
facturing and other activities formerly carried on in Shanghai 
and in other cities affected by the hostilities. For example, it 
was authoritatively reported in September 1938 that six big 
factories were to be erected in Kowloon by Shanghai Chinese 
industrialists — including a synthetic nitrogen products factory, 
an electro-chemical factory, a satin-weaving plant, and an adver- 
tising and printing establishment. Local industries like ship- 
building and ship-repairing experienced unprecedented activity. 

In contrast with the general boom, Hongkong’s shipping dur- 
ing 1938 suffered the worst setback in twenty years. The total 
number of ships entering and clearing was 67,007, with a total 
tonnage of 30,962,756, representing a decrease as contrasted with 
the 1937 figure of 73,257 vessels with a total tonnage of 37,830,- 
736. This decline was mainly in foreign shipping. Chinese ship- 
ping had completely ceased and Japanese shipping had greatly 
decreased. British ocean-going shipping likewise showed a de- 
crease of 326 in numbers with a decrease of 312,456 tons. The 
river-steamer trade also declined, but British river steamers 
benefited by Hongkong’s increased trade with South China 
ports. 

The Japanese invasion of South China, which resulted in the 
capture of Canton on October 21, 1938, checked the Colony’s 
business uptrend. The Pearl River, chief connection between 
Hongkong and Canton, was closed to British shipping and the 
Canton-Hankow Railway ceased to serve as a carrier of goods 
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to and from Hongkong. Hongkong had now lost its direct con- 
tacts with South and Central China. Finance and Commerce 
gloomily commented on the new situation: 

With the keys of Canton in her hands, along with those of the Yangtze 
Valley and North China, Japan will be in a position to strangle or to stimu- 
late the foreign trade upon which Hongkong, Shanghai, and Tientsin de- 
pend. 

Hongkong, bolstered up by increased population and by the 
establishment of new, though inadequate, connections with the 
hinterland, was able to adjust itself to the new situation and 
continued to operate at capacity with the exception of insurance. 
The Chinese ports of Pakhoi and Kwangchowwan, the French 
Indo-Chinese port of Haiphong and the Portuguese colony of 
Macao assumed new importance, and through them Chinese 
products of various categories found their way to Hongkong 
for transshipment, despite the disruption of normal transporta- 
tion routes. Goods filtered into the interior by all sorts of devious 
ways and means. Macao, for example, which for over ninety 
years had steadily declined in commercial importance, now be- 
came a busy trading center. Nevertheless, although the British 
in Hongkong might congratulate themselves on the ability of 
the Colony to “carry on reasonably well under the present con- 
ditions of restricted trade,” the fundamental weakness of the 
present position was recognized. For as long as the Pearl River 
remained closed to British shipping and the Japanese con- 
trolled the termini of the Canton-Hankow Railway, Hongkong, 
like Shanghai and Tientsin, was largely cut off from its tradi- 
tional hinterland. 

In addition Hongkong's position has been changed in an- 
other direction. With the strengthening of its fortifications, it 
has become an important fortress. Together with Singapore it 
has the task of safeguarding British trade routes in the Far East 
and, although its economic position as the entrep6t for South 
China may decline, its strategic importance has become of 
primary consideration with the outbreak of war in Europe. 
Moreover, the maintenance of a large garrison and the erection 
of fortifications have been acting as buffers against the effects 
of Hongkong’s growing isolation. 

The British interests which could no longer penetrate China’s 
interior from various points on her long coast began to establish 
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a new center to accomplish this end. Rangoon, in Burma, has 
become the back door through which British interests have 
been trying not only to re-establish contact with the central 
and western parts of China but also to participate in the build- 
ing of the new China which the Nationalist Government is 
creating in the Southwest. Interest in the potentialities of this 
region as a market for British commodities, especially for capi- 
tal goods like railway supplies, and as a field for profitable in- 
vestment, became keen after the fall of Canton and the capture 
of Hankow. The bright prospects for the British in unoccupied 
China contrasted sharply with the future facing the established 
interests in the coastal region. 

Aid to the Nationalist Government has become synonymous 
with the strengthening of the British economic position in un- 
occupied China. Participation in the construction of the already 
completed Yunnan-Burma highway; the provision of £5,000,000 
to help establish a currency stabilization fund which would 
bolster British trade with Nationalist China; the commence- 
ment of the Sino-British undertaking to connect Kunming 
capital of Yunnan and projected railway center of Southwest 
China, with Rangoon by rail; the £500,000 export credit loan 
for the guaranteeing of British exports to Southwest China by 
the Exports Credits Guarantee Department of the British Treas- 
ury; and the use of remitted British Boxer Indemnity funds to 
purchase telephone, telegraph and railway equipment — all these 
indicate that the British have begun to participate actively in 
the reconstruction of Nationalist China, whose leaders have re- 
peatedly stated that they not only welcome investments in war 
time which do not infringe upon China’s sovereign rights but 
welcome even more aid in tackling the still greater problems of 
economic rehabilitation that will follow in the wake of hos- 
tilities. 

It remains to be seen what effect the European war will have 
on British interests in China, particularly as they have been 
affected in the last two years. The war in Europe has altered not 
only Britain’s position in China but Japan’s position vis-a-vis 
the West. 

Although the outcome of the European War may result 
in marked changes in British policy in China the factors which 
have determined Sino-British relations since 1931 will con- 
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tinue to operate and all future developments will have an 
organic and continuous relation to those described in these 
pages. It is safe to assume that Britain’s China policy will con- 
tinue to be the result of consideration given to the problems of 
imperial defense and world politics mixed with a concern for 
the stakes held by British business and financial interests in 
China. 

The school of thought tvhich has favored a return to the pol- 
icy of the Anglo-Japanese Alliance will probably still argue 
that a strong, friendly Japan is Britain’s best safeguard against 
the possibilities of the recurrence of a general anti-imperialist 
movement in China or an increase in the influence and prestige 
of the U.S.S.R. The impossibility of relying upon a vigorous 
American policy in the Far East might still be put forward as 
a reason for Britain’s inability to take action unfriendly to 
Japan during a period of European crisis. There will still be 
those in Great Britain, as well as in the foreign settlements in 
China, who will be psychologically incapable of envisaging a 
free and independent China. Many will still feel confident that 
even if Japan is militarily victorious in China, British capital 
will be needed and asked for by Japan and that Britain’s quid 
pro quo will be the continuance of Britain’s traditional pre- 
dominance in central and south China. 

On the other hand, others will continue to argue that Jap- 
anese supremacy in China and the maintenance of the British 
position are incompatible; that Great Britain must support and 
thereby gain the friendship of Nationalist China; that the 
U.S.S.R. is not to be feared and might even be utilized as a 
means of offsetting Japan’s strengthened position; that the 
United States, to protect her own interests, will co-operate with 
Great Britain in supporting China’s fight for independence; that 
to rely upon the good-will and friendship of Japan has proved 
to be an unwise policy; and that Great Britain must uphold 
her obligations under the Washington Treaties and the Cov- 
enant of the League of Nations. 

All of these various arguments in the past have been used to 
explain and justify Britain’s recent China policy. Whether or 
not Great Britain, in the future as in the past decade, will con- 
tinue its dual policy of attempting to maintain and defend its 
position in China, especially in the Yangtze valley, while en- 
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deavoring to make some adjustment with Japan, it can be said 
that during 1931-39 her assistance to China was rewarded by a 
simultaneous strengthening of the British position in China, 
while her attempts to conciliate Japan were at great expense to 
British interests. 
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LEITH-ROSS STATEMENT OF JUNE 23, 1936^ 

His Majesty's Government in the United Kingdom sent me out 
to examine the financial and economic dijG&culties of China and the 
possibilities of our assisting her, in conjunction with the other 
Powers interested, to overcome these difficulties. I have spent nearly 
nine months here and have done my best to investigate conditions 
as I found them without prejudice or preconceptions. A large part 
of my time has necessarily been spent in Shanghai, but I have visited 
Nanking, Tientsin, Peking, Hankow, Chungking, Amoy and Canton, 
and have met representatives of the Government authorities and 
local banking and trading communities in all these centres. It had 
been the hope of my Government that the United States of America, 
Japan and France would appoint experts to collaborate with me, 
but this did not prove possible. However, an important Economic 
Mission from the United States recently visited China and I have 
found their Report of great interest. I have maintained contact with 
the Japanese Government representatives and bankers here and 
have paid two visits to Tokyo so as to obtain first-hand information 
of the views of the Japanese. 

The considered report of my mission will have to be presented in 
due course to my Government, but it may be useful, before I leave 
China, to give some outline of my impressions. 

The first question to which my attention was directed was natu- 
rally the position of the currency. Silver has for many centuries been 
the currency of China, and the sudden and sharp rise in the value 
of silver during 1934 caused a similar rise in the exchange value of 
Chinese currency. Chinese produce became too dear in relation to 
world prices, exports fell off, and silver had to be exported to meet 
the adverse balance of trade. This, in turn, caused a contraction of 
credit and an acute deflationary crisis; prices began to fall, debts 
could not be met, and the banks became more and more “frozen” 
particularly in Shanghai where the collapse of the real estate boom 
created a special problem. 

By October, 1934, the situation had become so serious that the 
Chinese Government imposed a variable export tax on the export 
of silver, thereby divorcing the Shanghai dollar from the free silver 
standard. But this measure, while it mitigated the extreme effects 

1 London Times, June 23, 1936, p. 15, cols. 1-2. 
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of the rise in silver, did nothing to remedy the difficulties which 
that rise had already caused; and when I reached Shanghai last 
September, it was evident that further positive measures had to be 
evolved. China had abandoned silver without adopting any alterna- 
tive currency basis. I did not bring any cut and dried scheme out 
with me to “put over” the Chinese Government. There were several 
possible alternatives, and the decision between them, depending as it 
did largely on Chinese psychology, could only be taken by the Chi- 
nese Government. I was examining the situation with a view to the 
preparation of a detailed programme with adequate safeguards and, 
if possible, with international support. But before any such scheme 
could be devised, the exchange market became dangerously weak 
and the Chinese Government decided to adopt an inconvertible 
managed currency on the basis of their own resources. 

I had no responsibility for this bold step, but I have of course 
closely followed the situation and I have no hesitation in saying 
that the action taken has been fully justified by the success which 
it has achieved. It was accepted throughout China without any seri- 
ous difficulty. The notes of the Government banks have been stead- 
ily replacing the silver dollars in circulation. Their exchange value 
has been fully maintained and the resources at the disposal of the 
Government banks for this purpose have substantially increased. 
The rate of exchange fixed has tended to encourage exports and the 
resulting increase in agricultural prices should, in due course, lead 
to an improvement in the purchasing power of agricultural pro- 
ducers. The adverse balance of trade has been greatly reduced, and 
it seems probable, so far as can be judged from the statements 
available, that the international receipts and expenditures of China 
on income-tax are now evenly balanced. Thus the fundamental 
economic conditions for a stable currency are fulfilled. 

I think the Chinese Government are to be congratulated on the 
progress which their policy has achieved. Already much has been 
done to re-establish sound financial and economic conditions. Con- 
fidence in the currency is growing. But much has still to be done 
before it can be solidly assured as a basis for long-term trading and 
investment plans. The currency reform had to be put into force at 
short notice, and the various measures necessary to make it water- 
tight have had to be drafted piece-meal and fitted together grad- 
ually. The unification of the note issue and the reorganization of 
the Central Bank as an independent Reserve Bank have not yet 
been carried through effectively. There have been unfortunate spec- 
ulative movements of a non-commercial character which have dis- 
turbed sentiment. There is a large Budget deficit entailing constant 
recourse to Government borrowing. The domestic bond market is 
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depressed and Government credit low. Though the market is now 
comparatively easy, many of the commercial banks are far from 
being liquid. 

Meanwhile, both in the Southern provinces and in the North 
there have been political difficulties in carrying through the cur- 
rency reform, as it should be done, on a national basis. Lastly, the 
sharp fall in the price of silver, following the suspension by the 
United States Treasury of silver purchases on the world market, 
aroused temporary misgivings. But, all things considered, there 
would appear to be every reason, so far as economic factors are con- 
cerned, for confidence in the present currency system, provided that 
the Chinese Government complete and carry through efficiently the 
programme of internal reforms, including especially the reorganiza- 
tion of the Central Bank and the reform of the Budget. 

The prospects of the currency, and indeed of the whole financial 
situation of China for the future, will depend first on the mainte- 
nance of peace and order in the interior of China, and secondly on 
a settlement of the special situation in North China. In particular, 
Customs revenues are a vital factor in Chinese finance and every 
effort should be made to put an end to difficulties in the way of 
their collection in East Hopei. These difficulties cannot be removed 
without a better political understanding between China and Japan. 
During my last visit to Japan I was assured that the Japanese 
Government desire such an understanding, that they favour the 
maintenance of the Chinese Customs Administration and will give 
no support to the creation of a special tariff by any local authority 
in China: and that they have no wish to interfere with the internal 
administration of China. It is greatly to be hoped that a solution 
of the present difficulties will be reached that will restore general 
confidence and security for trade and investment. 

I have dealt at length with the currency position because financial 
security is the basis of trade. Erratic exchanges and contraction of 
credit strangle enterprise. The currency reform has laid the founda- 
tion for an increase of trade activities. Exports are expanding and 
the adverse balance of trade has been greatly reduced. But the ex- 
port trade could be still further stimulated if the burden of local 
taxes, inter-port duties, and export duties could be reduced and if 
the standards of production, manufacture, and handling could be 
improved. It rests with the Chinese themselves to promote exports 
by such means; but I would sound a note of caution in regard to 
the tendency to create control by monopoly or anything resembling 
a monopoly of natural exports of China. As regards imports, the 
immediate prospects may not seem encouraging. But it is no use 
importing goods that cannot be paid for, and the export trade of 
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China must improve before progress in imports can be looked for. 
If, however, present tendencies are maintained, there is every rea- 
son to expect a gradual and steady improvement in the import trade. 

I hope that British exporters will take advantage of the turn in 
the tide when it comes. They must expect to face keen competition 
and enterprise, and expert salesmanship will be required, as well as 
readiness to take some risks. Needless to say, they must make a 
careful study of market requirements and in every field of business 
cooperation with China interests should be aimed at. The establish- 
ment of Sino-British Trade Councils in Shanghai and Hankow will, 
I hope, help in this direction. 

Imports, of course, are largely affected by the tariff, and I hope 
that the Chinese Government will consider whether the present 
tariff cannot be revised in a downward direction, so far as this is 
possible without reducing revenue. During the depression a number 
of the tariff rates have been pushed up to a point at which they 
produce no revenue and merely prohibit legitimate trade. These 
rates require to be reconsidered in the light of the present exchange 
position. Industrial interests will no doubt press strongly for the 
maintenance of the highest possible protective tariff, but the advan- 
tages they obtain will be at the expense of the agricultural popu- 
lation. It is the duty of the Government to strike a fair balance 
between the interests of industry and those of agriculture, but I 
believe that in China the restoration of rural economy should have 
first consideration. In my opinion, therefore, a downward revision 
of the present tariff would be advantageous to China both in its 
financial and in its economic effects. The Maritime Customs is the 
basis of Chinese Government credit, and it is in the first interests 
of China both to maintain that service in all its traditional efficiency 
and to adjust the tariff so as to secure the maximum revenue. 

The development of China will require the importation of capital 
goods, and this is probably the most promising field for British 
exports. Such exports would be greatly facilitated by a flow of 
credit to China, where capital is scarce, and the yield under proper 
management should be fully remunerative. In the past the United 
Kingdom has done much to develop the railway system of China, 
but unfortunately many of the loan obligations thus incurred have 
not been fully met. These defaults have seriously prejudiced the 
credit of China, and her efforts to secure finance for new develop- 
ment purposes have been correspondingly hampered. The national 
Government appear genuinely anxious to settle outstanding obliga- 
tions, within the limits of their financial possibilities, and also to 
remedy the serious defects in the administration and management 
of the railways, with a view to enabling them to meet their charges. 
It must be borne in mind that the defaults are, in the main, a 
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heritage of years of civil strife and social disorganization. If a rea- 
sonable settlement could be reached in regard to these old debts, the 
way would be open for financing extensions to the present railway 
system, and thus opening vast stretches of country to foreign trade. 
No other form of enterprise could be more beneficial both to China 
and to the United Kingdom and every effort should be made to 
overcome the difficulties. 

Apart from railway financing, which calls for long-term credit, 
the possibilities of arranging middle-term credits deserve explora- 
tion. Such credits would be of particular value for financing public 
utility schemes. I have been impressed by the energy and capacity 
with which the municipal authorities are developing local projects 
of this character, and I think the British manufacturers and ex- 
porters should consult the banks operating in China, as well as the 
Government Departments concerned, with a view to obtaining 
finance for soundly planned projects. 

There are also many openings for the investment of private capi- 
tal in properties or undertakings in China; but, if investors are to 
be attracted to such ventures, confidence must be re-established by 
abrogating any measures that have the effect of discriminating 
against foreign capital, and, as regards real estate, by securing that 
the legal rights of mortgages are fully protected. Foreign capital 
cannot be expected to assist China unless it is assured of fair 
treatment. 

I fully agree with the observations of the American Economic Mis- 
sion, viz., “A vast change is coming over China: a modernization 
that, as compared with ten or even five years ago, marks many 
centuries.” I believe that this change will make China not a less 
but a more fruitful field for British enterprise— commercial, indus- 
trial and financial. Our principal interest here is to promote the 
peace, the prosperity and the trade of China, and in working for 
this, it seems to me we are working in the interests of all countries 
trading with China, The reconstruction of China is a vast task 
which will take years to accomplish, and there is room for all to 
assist her in this task. The present Chinese Government have, de- 
spite conditions of peculiar difficulty, made remarkable progress in 
the restoration of law and order, the resettlement of the devastated 
regions, and the development of communications. Their recent cur- 
rency reform was, in my opinion, planned on sound lines, and it is 
in the interests of everyone that it should succeed. 

In conclusion I should like to express, on behalf of my colleagues 
and myself to the Chinese Government and their officials and to the 
Chinese and foreign bankers and traders whom we have met, our 
warm thanks for the assistance and hospitality extended to us 
wherever we went. 
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I am instructed by His Majesty's principal Secretary of State for 
Foreign Affairs to inform Your Excellency of the uncertainty and 
grave anxiety wherein His Majesty’s Government in the United 
Kingdom have been left by the study of the Japanese new policy 
in Far Eastern Affairs as set out in recent statements by the late 
Prime Minister and other Japanese statesmen. 

I am to refer more particularly to Prince Konoye’s statements of 
November 3 and December 22 and to the communication made by 
Your Excellency to foreign press correspondents on December 19. 

This uncertainty has not been removed by the conversations on 
the subject which I have had with Your Excellency from time to 
time. 

From these pronouncements and from other official information 
issued in Japan, His Majesty’s Government infer that it is the in- 
tention of the Japanese Government to establish a tripartite com- 
bination or bloc composed of Japan, China and Manchuria, wherein 
the supreme authority shall be vested in Japan and subordinate 
roles would be allotted to China and Manchuria. 

Insofar as China is concerned, it is understood that the Japanese 
Government is to exercise control, at least for some time, through 
the Asia Development Council in Tokyo which will be charged with 
the formulation and the execution of policy connected with politi- 
cal, economic, and cultural affairs in China. 

Your Excellency’s own communication to the press indicates that 
the tripartite combination is to form a single economic unit and 
that the economic activities of other Powers are to be subjected to 
restrictions dictated by requirements of national defence and eco- 
nomic security of the proposed bloc. 

According to Prince Konoye, the hostilities in China are to con- 
tinue until the present Chinese Government have been crushed or 
will consent to enter into the proposed combination on Japanese 
terms. 

China, he said, would be required to conclude with Japan an 
anti-Comintern agreement and Japanese troops are to be stationed 
at specified points in Chinese territory for an indefinite period 

^London Times, January 16, 1939, p. 11. 
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presumably to ensure that the Japanese conditions for a suspension 
of the hostilities are observed. 

Moreover, His Excellency stated that the Inner Mongolia region 
must be designated as a special anti-Communist area. It is not clear 
what is meant by this, but in the absence of fuller information it 
can only be assumed that Inner Mongolia is to be subjected to even 
a greater degree of Japanese military control than the other parts 
of China. 

His Majesty’s Government are at a loss to understand how Prince 
Konoye’s assurance that Japan seeks no territory and respects the 
sovereignty of China can be reconciled with the declared intention 
of the Japanese Government to compel the Chinese people by the 
force of arms to accept conditions involving the surrender of their 
political, economic, and cultural life to Japanese control, the in- 
definite maintenance in China of considerable Japanese garrisons, 
and the virtual detachment from China of the territory of Inner 
Mongolia. 

For their part, His Majesty’s Government desire to make it clear 
that they are not prepared to accept or to recognize the activities 
of the nature indicated which are brought about by force. They 
intend to adhere to the principles of the Nine-Power Treaty and 
cannot agree to a unilateral modification of its terms. They would 
point out that until the outbreak of the present hostilities, the 
beneficial effects which the treaty was expected to produce were 
steadily being realized. 

The Chinese people were maintaining and developing for them- 
selves an effective and stable government and the principle of equal 
opportunity for commerce and industry of all nations was bringing 
prosperity to China and her international trade including that with 
Japan. His Majesty’s Government, therefore, cannot agree, as is 
suggested in Japan, that the treaty is obsolete or that its provisions 
no longer meet the situation, except insofar as the situation has been 
altered by Japan in contravention of its terms. While, however. 
His Majesty’s Government maintain that a modification cannot be 
effected unilaterally and must be by negotiation between all signa- 
tories, they do not contend that treaties are eternal. 

If, therefore, the Japanese Government have any constructive 
suggestions to make regarding the modification of any multilateral 
agreement relating to China, His Majesty’s Government, for their 
part, will be ready to consider them. Meantime, His Majesty’s Gov- 
ernment reserve all their rights under the existing treaties. 

I am further instructed to refer to that portion of Prince Konoye’s 
statement of December 22 wherein he states that Japan is prepared 
to give consideration to the abolition of extra terri tonality and the 
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revocation of foreign concessions and settlements in China. This 
inducement to China to accept Japanese demands would appear to 
entail but little sacrifice on the part of Japan, for if the Japanese 
Government succeed in their plan for the control of the country, 
they will have no further need for extraterritoriality or concessions. 
On the other hand. His Majesty’s Government would recall that 
they undertook and nearly completed negotiations with the Chinese 
Government in 1931 for the abrogation of British extra-territorial 
rights. The negotiations were suspended by the Chinese Govern- 
ment in consequence of disturbed conditions following the seizure 
of Manchuria by the Japanese forces in that year, but His Majesty’s 
Government have always been ready to resume negotiations at a 
suitable time and are prepared to discuss this and other similar 
questions with a fully independent Chinese Government when 
peace has been restored. 

In the conclusion, I am to state that if, as is possible, His Majesty’s 
Government have in any way misinterpreted the intentions of the 
Japanese Government they feel it is because of the ambiguity 
wherewith those intentions have so far been expressed and they 
would welcome a more precise and detailed exposition of the Japa- 
nese conditions for terminating the hostilities and of Japanese 
policy towards China.^ 

2 London Times, January 16, 1939, p. 11. 
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ANNOUNCEMENT OF MARCH 8, 1939, ON THE CREA- 
TION OF AN EXCHANGE EQUALIZATION 
FUND FOR CHINAi 

Mr. Pethick-Lawrence: (by Private Notice) asked the Chancellor 
of the Exchequer whether he had any statement to make as to 
proposals for assisting to maintain the stability of the sterling value 
of the Chinese dollar. 

The Chancellor of the Exchequer ^ Sir John Simon: Yes, Sir. The 
stability of the Chinese dollar is a matter of great importance to 
this country in view of our financial and economic relations with 
China. The Chinese Government have achieved considerable suc- 
cess in their efforts to maintain the convertibility of Chinese cur- 
rency for trade transactions, to limit its depreciation in exchange 
against sterling, and to keep the rate reasonably stable for many 
months. They have informed His Majesty’s Government that they 
intend to continue their existing monetary policy and that, as part 
of the policy, they desire to establish a stabilization fund of £10,000,- 
000 in addition to their own reserves. They have invited the two 
Chinese Government banks to subscribe a total of £5,000,000 to 
the fund and the two British banks, namely, the Hong Kong and 
Shanghai Bank and the Chartered Bank to subscribe the further 
£5,000,000 between them. The British banks have agreed to sub- 
scribe these amounts subject to receiving an undertaking from the 
Treasury to reimburse them for any loss that might be incurred 
when the fund is wound up. The arrangement would be that the 
fund would operate for twelve months, but it could be continued for 
further periods of six months by agreement; if the necessity arose, 
however, the fund could be wound up at an earlier time. 

His Majesty’s Government would welcome the setting up of this 
stabilization fund, the successful working of which would be of 
material assistance to British trade and enterprise in China, and the 
Treasury have agreed, subject to legislative approval being obtained, 
to give to these British banks the guarantee against loss for which 
they ask. A bill is being prepared and I hope to be able to present 
it early next week. 

‘i- Parliamentary Debates, House of Commons, March 8, 1939. 
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